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MORNING SESSION

CHAIRMAN HALLANAN: The Councll will pleoase come to
order,

(Aoplause, )

CHAIRMAN HALLAWNAN: The Secrétary will please call the
roll,

SECRETARY BROWN: Gentiemen, as I call the name of a
member, and 1f he Is not present but represented by someone
who 1s present, will that individual kindly rise and give his
name so that we may have it for the record? |

(Roll call.)

CHAIRMAN HALLANAN: Gentlemen, I have the pleasure of
introducing a new member of the Council who hag had a leave
of absence and enforced taking away; Bruce Broun,

{Applause., )

CHAIRMAN HALTANAN: Gentlemen, I desirve to present
annther new membgr of the Council, Mason B, Jnnes of Toledo,
Ohio, newly-elected President of the Equipment Suppliers
Association., Will you please rise, Mr. Jones?

////££;p&ause.) |
T MR MAJEWSKI : Mr. Chairman, I rise not to make a
parliamentary inquiry nor to Interpose an interrogatory.

CHAIRMAN HALLANAN: For whét purpozse does the member
rige?

'MR. MAJEWSKI: Today, as on several occasions in the



past, 1t is my cherished and personal privilege to sslute and
hail the men Hallanan. You didn't get your feather, but ybu
converted Mary Majewskil’s oldest boy to the flag of Eisenhower,
hot with one vote at the convention, but I am here to say that
I think the fellow willgggﬂ&r. Ste#enson in my State. I am

80 certain of 1t that I will take a small bet on that with
these confident people.

I know something about the Democrats in the State of
Illinois, they no longer have their votes weighed, they have
them counted and I think they will have them counted for a.
great Republlcan named Eisenhower.

Anyhow, I am ﬁot here to talk about Ike, I am here to
talk about the man Hallanan. Incidentally, I want to téll
'you that thaet television 1s a great thing, I notiece that
they are gettihg smart In that they take out all the hoodlums
in the convention who were delegates.

As an alternate I had a half vote, and I didn’t go to
any sesslon after éunday. The filrst day we had a caucus in
the Illinols delegation, and I heard the fellow that is the
nominee of the Democratic Party say thet he was not fitted to
be President either mentally, physically, or temperamentally,
sc what the hell did I have to do there?

{Laughter. )

MR, MAJEWSKI: I live only 12 miles from the Insane

institution st Elgin, Illinols, So if that is what I had to




go to a caucus for, I can go plck Nepoleon from about 11,000
people, You know, everybody that is in our nuthouse is
Napoleon, they'don°t have any lesser personage, not since
Franklin died.

I am here, Walter, to aclnowledge another masterfﬁl job
that you did for the oil industry. You know the people that
vote are not the people that are on thils Council, You folks
don't get up-early enough to do it, or else you are out of
town on your business, but 1t's these bartenders, truck
drivers, those fellows that can afford to look at a video
while they are taking Milier High Life or some other brew,
and when they see a fellow up there who sitsg with dignity and
honor, they ask, "Who's that fellow Hella%§g$"

I.didnnt change it, who.am I to argue withlpeople that
don't know how to spell, and besi@es they made up their own
mind about this fellow Hallanan, and they sald, "What a guy.
If we could only get him into our organization as the State
Chairman instead of that little Weét Virginia," and some 6f'
-them got out a map to find out where 1t was, and by God, they
" haven't been ablé to find it yet on one of those Esso maps.
That 1s a sectional map I guess because they left West Virginia
out.

| {Laughter. )
MR. MAJEWSKI s But, Walter, your performance reflected

a great credit -- I don't have a damned thing written here ‘
|



because I am going to say this to Osear Chapmaﬁ when he gets
here. Your performence roflected great'credit not only on the
nation to which you have dedicated great service in the
interest of all the people, but on this great industry, and
all T want to say now is that in halling the man.Hallanan I
hope that the Lord preserves you with many, many more years

of life in health, in vigor, to conduct and comport yourself
1ike you did on that historic occasion in Chicago, and in
doing so you helped little guys 1llke me in the oil business
and bilg guys like the fﬁll vote for Elsenhower that was
recorded a little vhile ago.

/”:Eﬂghank you, Walter.

(Applause, ). o
CHAIRMAN HALLANAN: Barney,-i know that what you have

said comes from the boftom.of your heart, and I want to tell
you how grateful I am. If I d&id anything in connection with
the job I was called upon to-perform in Chicago that vreflected
credit upon mjself, upon my party, upoh my assoclates, I feel
amply_rewarded. | |

| There is one thing, though, that occurred Lo me during
the time 6f the convention that I_recall‘on one occasion the
Secretary of the Interior when addressing the Council said
that he didn’t know I was a Republican, I wanted him to get
that corrected in his mind st least from now on. It’s & great

pleasure to have served, it's a great pleasure to have had an



opportunity over a history-making convention, but nothing
exceeds the pleasure that I héve had in presiding over this
group of the National Petroleum Couneil. Thank you.

{Appleouse, )

CHAIRMAN HALIANAN: Gentlemen, you have received the
minutes‘of the last meetihg of April 29, What is your
pleasure?

(There was a motion from the floor for approval,)

CHAIRMAN HALLANAN: ITs there a second to that motion?

{The motion was seéonded. )

CHAIRMAN HALIANAW: All in favor will please indlcate
by saying aye? Contrary, no? So orderved,

We will now have the report of the Secretary-Treasurer,
SECRETARY BROWN: The report_coveré the periocd ending
today, a seven-month period_for the year so far., The contribu-
tions have totaled $106,575. . Other receipts from publications
and so forth, $3,ﬁ00, or a total of $110,011, The total dis-

bursements are $67,849. We began the vear with $7,280,

Therefore, there is a balance at the present time of
$49,h42;l The reserve fund remains unchanged at $65,000.

CHAIRMAN HALLANAN: Arve there any remarks or any questions?
If not, the report of the Tregsurer will be filed,

The Chair now recognizes Mr. Jacobsen to present the
report of the Agenda Comnittee, Mr., Jacobsen? |

. MR, JACOBSEN: Under date of July 16, 1952, Mr, H, 4, |



Stewart, Acting Director of the 01l end Gas Division of the
bapértment of the Interior, addresﬁéd e letter to Mr, Walter
S, Hellanan, Chairman of the National Petroleum Council, re;
qﬁesting that a committee.be appointed to make a study on the
use-of‘radio and radar in the oill and gas industry.

The letter reads as fo;lowsﬁ

"Dear Mr, Hallanan:

"The use of rzdio and vadar in the oil and gas
Industries has greatly increased during the past few
years and the industries are becoming_increésingly
dependent on'these for dependable day-to-day operation,
ThiS'ié eapecially true inloil and gas plpe line operaw
tion.

"Many of the chammnels allocated for the use of the
oil énd gas industries are basically reserved to the
ﬁilitary,and are licensed undsr such reservatlion, It,
therefore, would be desirable to have a stﬁdy made of the
present extent of the use of radio and radar in the oll
and gasAindustries, the posaibility of use of alternates

' 1nlextreme emexrgencies and the degree to which the
national security ahd defense might be affected if the
‘rédio.channels were taken over by the milltary,

"The 0il and gas Industries have already studied

some phases of the problems but an authoritative, comé‘

preheﬁsive and up-tonate study and report by the National

|
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" Petroleum Council would be particularly valuablé to the
Petroleum Administration_féf-Defense and the Federal
Commmnications Commissionrin connection with defense
planning,

"It is, therefore, requested that the National

Petroleum Council appoint & committee to make the study

with such’report, comments and recommendations as the

Council considers appropriate,

| "Very truly yours,"

As provided in the Articles. of Organization of the
Council this letter was considered at a meeting of the Agénda
Committee on July 28, 1952 in Washington, D, C., at which
meeting it was unanimously agreed to recommend to the Council
the appolntment of a committee to make & study as requested
by Mr, Stewart and to report to the Council,

Also under daste of July 16, 1952 .Mr, Stewart addressed
a letter to Mr, Hallanan., Chairman of the Council, requesting
that the Council_make & study of the oll and gas prospects of
offshore submerged lands on the basis of fechnological aspects
only without regard to ownership or title.

The letter referred to 1s as follows:

"Dear My, Hallanan:

"The National Petroleum Council's veport of

Jenuavy 29, 1952, on 'Petroleum Productive Capacity?® is

one of the'most thorough-going and important reports the
. i
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Council has submitted to the Départment of.the Interior,
This report stresses the importance of oil and gas
prospects of qffshore submerged lands. The President's
Material Resources Commission (Paley Commission) report,
June 1952, likewise emphasizes the importance of these
potential reserves. Both reports indicate that such re-
sources of oil and gas could be critically important %o
- naticnal security and defense, | |

"While both reports point out the potential
importance of the 0il and gas progpects of offshore sﬁb-
merged lands, it-is also important that an authoritative
study be made‘of the'avéilability of these potential re-
serves in térms of technological aspects, The problens
incident to the discovery, development and production of
of' fshore petroleunm depositS-aré different both In mag-
nitude and in chﬁracter when compavred to operations i1n
adjacent onshore areas, It is essentlal, therefore, that
the impacﬁ of these new and different problems be studied
and their effect estiméted with reference to tﬁe avail-
ability of produection from subﬁerged lands. | |

"It is, therefore, requested that the Natlonal
- Petroleum Council abpbint a -committee to proceed with
this study upon the assumption that conditions comparable
to those upon which the National Petroleﬁm Council report

on productive capacilty was based will exist and to




evaluate the technological aespecis of exploration,

development and productlon with respect to the avail-

ability of production from submerged lands: |

"1, If a critical and immediate need develops for
national security reasons,

"2. If no such needs arise but 1f exploration and
development wers to be freely conducted over a 5-year
period,

"It is requested that this study be made on the
bagls 6f technological aspects only without regard to owner-
ship or.title,

"Very truly yours,”

A3 provided In the Articles of Organization of the
Council thls letter was also consildered at the meeting of the
Agenda Ccmmittee held on July 28, in Washington, D, C, at
which meeting 1t was unanimously agreed to recommend to the
Council the appolntment of & committee to make the study 35
requested by Mr, Stewart and report to the Council.

On July 17, 1952 the Secretary of the Interior informed
‘the National Petroleum Council that he had invited Secretary
Snyder of the Treasury Department to attend the meeting of
the National Petroleum Councll on July 29 to present a request
in person in connection with the proposed extension of the
Payroll Savings Plan throughout the petroleum industry.

The letter is as follcws:

[
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"Dear Walter:

"Phe Treasury Depsriment 1s desirous.of enlisting
the support énd,assiatance of the National Petroleum
council in encouraging the petroleum industry to agein
support the Payroll Sevings Plan., For your information
I am enclosing an exchange of correspondence between
Secretary Snﬁder and myself,. |

"You will recall thet a similar request vas made on
3anuary 7, 1949, The response from the petroleum in-
dustry was so effective that on April 26, 1950, Secretary
of fhe Treasury Snyder presented to. the Nationai Petroleun
Council the Treasury‘s Distinguished Service Avard ahd
cifatidn ’for leadership in building security for the
pebple'and the Nation through United States Ssvings Bonds.?

"Bacause of the fine record made by the petroleum
Industry in the previous campaign, I have taken the
liberty to invite Secretary Snyder to attend the next
meeting of the Nationel Petroleum Council on July 29th‘to
present his reguest in person,

“Sincerely,"

Secretary Chapman transmitted a copy of a cémmunication,
which he received from Secretary Snyder dated July 1, and his
response dated July 11. The substance of Secretary Sﬁyder‘s
communication was to invite the attention of the Counecil

members to the imporitance of their support to the Payroll
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Savings Plan and urging their assistance in encouraging
employee participation throughout the industry.
"Dear Oscﬁ.r',;

"An outstanding contribution in the national

interest was made in 1949 by the Nationallpetroleum
.Council in its effective support of the Payroll
Savings Plan for United States Savings Bonds.

"“"The Council, by resolution unanimously
adopted at its January 13, 1949 meeting, exﬁressed
its appreciation of the importance of the priper
management of the public debt to the future of
American industry and our free enterprise system.
1t authorized its chairman to invite the voluntary
support of the Petroleum industry in making Payroll
Savings Plﬁn available to company euwiployees and
encourgging their interest in acquiring United
States Savings Bonds.

"The endorsement of the Council, the work of
its chairman and secretary-treasurer, and the
response by the individual companies and associations'
resulted in the Payroll Savings Plan héing‘que
availsble throughout the industry. Very few petroleum
companies now fail to operate this plap.

"Today, with our increased dofense and security

program following the communist aggression in Korea,
:
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it is even more important to obtain the widespreszad
distribution of the holding of the debt, The Payroll
S avings Plan continues to be one of the most
effective methods for accomplishing this and for
ehcouraging the systematic practice of thrift, and,
as you know, the terms of the Series E Bond have
recently been improved. The leadership of the
Petroleum Industry is again vefy nuch needed to ﬁ@t
an example for the nation in the work of encouragiﬁg
employees to save in United Statés Defense Bonds.

- "In view of the relntionshipfbetween your
department and the National Petroleum Council, as in
1949, I should appreciate your invitihg the attention
6f the Coﬂhcilrmembers to the importénce ofltheir
suppdrt of the Payroll Savings Plan and urging their
assiétance in encouraging increased employee partici-
pation throughout the industry, The United States
Savings.Bonds'pivision is égain prepared‘to aid in
this undertaking. . |

"Thpnk you very much for your helpfulne%soa
| "Sincerely, |
‘'John W. Snyder."
The letter dated July 11 is as follovs:
"Dear John:

"In your letter of July 1 you commented pn'the
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effective work which the Petroleum Industry had
carried'on under the Payroll Savings Plan for
ﬁurchase of Uniteﬁ States Savings Bonds, and the
effective support which the National Petroleum
Council had given the brogram. |

*I note that you would again like to invite
attention of the Council members to the importance
of the Payroll Savings Plan and urge renewed interest:
iﬂ the plan, This is entirely agreeable to me.

"Thinking that it would be much more effective
for you to make an appearance before the nékt
meeting of the National Petfoleum Council, I raised
the‘question with Mxr, J. Ed Warren, Deputy Adminis-
trator of the Petroleum Administration for Defense,
‘He discussed the matter with Mr. Martin H. Miller,
Assigtant Director, Payroll Savings of your '
Department, who adviséd thaf'you could address the
Courcil at its meeting on July 29, at 11:30 a.m,
Should circumstances develop which might necessitate
a change in the time of your appearance before H
the National Petroleum Council on July 29, the agenda
may be changed to suit your schedule.

"Your personal appearance should stimﬁlate
interest in the Payroll Savings Plan, and I feel

confident that you can asgain expect excellent
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 resu1ts from the ﬁétroleum Induatfy;
"Sinceééiy yours,
“Oscnf;wggéretary-of the
Interior."

On July 21 Chairman Hallanan tran-mitted copies of
this corraapondence to the Agenda Committee and requested
its views. The Agenda Committee recoumends that.the |
National Pétroleum Council authorize %he Chairman of the.
Council t§ cﬁﬁtinue to take such steps as he may deeﬁ
appropriate to bring to the attention of the'member; of
this Council and the petrdleum industry the efforts of the
Traasury‘Dgpartment to promote and extend the Payroll
Savings Plan and to invite the voluntary support of the
entire industry. |

I move the approval of this report.

_CThe motion was seconded irom the floot)_

CHAIRﬁAN HALLANAN 3 .Gentlemen of the COuncil.'youhavé
hoard the report of the Agenda Committee as submitted by
the Chairman, Mr, Jacobﬁen.. It has been moved and seconded
that the report be adqpted. -

All in favor, plesse saj aye.

Contrary, no.‘

The report‘ia adOptedf‘-

Thank yéu, ﬁr.‘ Jaepbﬁen.

’/’/;antlemen of the Council,'wa are honored here this
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morning by the preserce of a distinguished represent;t1Ve
of the gdvernment, an eminent lawyex who has responded to
the call of his government at iarious times of natibnal
emergency, and who today is the Chairman of the Defense Pro~
duction Administration and Administrator of the National
Production Authority. |

We are delighted to have Mr.  Henry H. Fowler here
this morning to speak to the Council. 'He comes at a time
when this industry is fgcing‘a~qritica1 situation with
respect to shoriages of suppiies and maferial. I know that
Mr. Fowler will have a message of interest to bring to the
Council and he has indicated to me that at the conclusion of
his remarks he shall be very glad to ansver 6r attempt to
angver any questions which the members may desire to pro-
pound to him,

I take pleessure at this time in presenting to you Mr,
Henry H. Fowler, Administrator of the Néﬁional Production
Authoritﬁ}//’ y : |

(ApplpuSe)
REHARKS OF THE HONORABLE HENRY H,
FOWLER, ADMINISTRATOR, NATIONAL
PRODUCTION AUTHORITY.

MR. FOWLER: If you gentlemen will forgive me, I will
stand here where I cén see you all better,
| This is my first meeting with the Council and althougﬁ

I was well directed to the room and crept in the door, being
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s fow miﬁuteﬂ late, and made my way to the Iront bofore
looking up, vhen I lookéd up the first figure I saw vas a
familiar face X ﬁad witnessed in the late ovenings several
weeks ago on television, It was gquite a shock bocause 1 was
not familiﬁr with the officiaidom of the Council, and the
oﬂly thing that came to my mind was, "My God, they have taken
over alread&%"

(Laughter)

MF. FOVWLER: Quick'second thought came to my mirnd, how-
evéqJ dué to the fact that those of us who worked through
thé:daysldf World War II, and those of us who are vorking
today in the present defenée production program, are used to
the fact that the national defemse, and, particularly, the
function oi production and supply of what the nation neaas
'in time vwhern its security is threatened, is the provincé of
men of both parties at all times, regardla&a-of the tinge
of a particular administration.

We in NPA like you wno.have gome familisrity with PAD,
are extremsly fortunate and owe z greati debi to the nodern
Vversion of a dollarné-yeai mon of World War £ and Uorld VWar
11, who is known as *he "without sompensaticon”. Wo bave
over three hundred serving in the production authority in
charge of most of the jndustry division. They serve oa a
six-month rotation basis, séﬁatimes staying longer, depending

upon the particular arrangomznt that can be made with the
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company .

It would be vemiss for me to appear before you and not
say at the very outset that this practice which has almost
becone a traditicn and I hope will become a tradition of
combining in government for the job of production and supply
the abilities and brains and expoerience from private indus-
try, that practice, that traditiom, and that willingrpess con
the part of both goverument and industry to lend themselves
to that activity which has_become a subject of a provision
as you all know of the Defemse Production Act, is one of
our very real nationsl zseets.

While it is not incumbent upon me to say here to this
group, E do say it frequently to other groups of iandustiry
whiqh we in DPA snd NPA have close contact with, whatever
you do, don’i let us down in keeping‘tﬁese emergency produc—
tion and supply sgenciaes adeguately equipped with the
ability, brains, and experience that only industry can
supply to this effort.

Now, secing Mr. Hollanm and thinking of the future
reminde me pf a story that most of you have heard. It is
perhaps a little appropriate today as we face into the pext
foew yesrs, and that 1s of the familiar Washington visitor
who is riding with the taxicab driver and he passes the
Archives Buiiding., Thz vigsitor looks up and sees above the

pediment "The Past is Prologue”. He taps the driver on the
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shoulder and says, “What does that mean?'", and the driver
looked up and it was the Zirst time he had ever seen it and
was a little bit taken aback, but you know Washington taxi
drivers, they don®¢ stay'taken aback loag.
"Wa21l, that means you alp't seen nothing yet,“
(Laugh‘t.er )

MR, FOWLER: I think sometimes that that is the only
expression that can be applied_to the future,

Being here this moraning in the face of the very pleasant
national fact that steel production is completely on the vay
to resumption, leads me to remark that I didn't view thip
rosunption of steel production with a completely unmixed
happiness tﬁat i am sui'e monst of the rest oif the oné hundred
fifty million of the people oflthe country did.

While the gtrike was.gmimg on everybody could Blame
Phil Murray =snd the Big Six. Now the first day that steel
production is vesumed, I am going to get ail the-blame if

anybody doesr’t get that last ton of steel. 
| Let me say pefore paseing on to the principal message
I want to give you,.thmt CMP, the Control Materials Plan,
which is our instrumént for dealing with.the digtribution of
materials -- steel, copper, and aluminuﬁ ;- CMP cannot
produce a single ton of steel that the loss 0% production
of nearly twenty m1111on| of tons of steel cannoit be made

up and that little reccgnized factor of load time, time to
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get the mills going, time to effect the necessary repairs,
time to deal with the breakdowns that are iikely to occur,
time to make up the producticn schedule, study the order
boards, and Zigure what has to come first, time to do the-
various steps in the processing, make the deliveries,during
that period of the next few weeks we may extend up to {wo
months, the intercruption of supply, the bréaﬁ in pipeline
that must be repaired; the flow that must ébﬁe through, is
bound to cause considersble more trouble befors we wiil have
in this couniry the flow of steel material that we had on
June 7. Jusi how long this period will be and what will bz
the pace and exteat of the iwmpact is relatively unpredictable.
It depends on inventory situations that mo ome nowhsreﬁiﬁF"
this country is familiar witk in any detail. . |

We are all zoirg to khave to be patient and remember
that after the kind of thing we have been through thereis
bound to be somethirg in the order of a national hapgover
end welwill go through that national hangover in the next
six weeks to two months, despite the féct that steel pro-
duction is fully resumed.

Now, I wanted to talk te you this morning just for a
féw minutes about the oVefall defense production program,
I want-to remind you of the cbvious that our security is
menaced today just as it was two years ago when we realized

that there was a hostile power in the world not only bent
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upon our destruction and the destruction of our way of life
through subversion and infiltration,-but willing to use
naked aggresaioh, should that be the necessary means.

Nothing has changed siﬁce 1950 to color that Biﬁuation
in any different 1light than it was in late June,

Two years ago we inaugurated tha defgnse production
pregram to develop and maiutain the necessary military and
econonic strongih necessary to preserve peace, or, in_event
of war, t§ dofend our nationallsecurity; Now this day;to-
day that you are meeting here seems to me to be a fitting
time to evaluate whther we are getting stirong enough fast
enough to preserve that security.

| Under the ﬁefense Production Act machinery with.wﬁich
you are all familiaxr was set up ¢o aid in the development of
mobilized readiness and, at the same time, maintain ﬁivilian
econony in a reasonaﬁly effective and prosperous atgte.

Tﬁis machinery by and large has been working reasonably well
and the couniry is on the way, and I emphasizc only "“on the
way", to reaching the national security goals that were
earlier fixed. N |

But the toughest part of the climb is still shead. The
higher we move up the production curve, the more difficult
it is to expand the 1eVB15,‘pprticu1ar1y of some of‘the hard
to get military items, the neﬁe¥ itypes of planes and tanks

Vand weapons that involve and encompass some of the most
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revolutionary technologicezl changes in warfare that the wowrld
has ever seen,

Most of us don't realize that the end of World War II
saw the contending forces jﬁst beginning to recognize that
théy were in the throes of technological changes that would
reshape the vhole pattera of wariare, atomi¢ energy, Jjot
propulsion, electronics, petro chemicals.

Those four are the primcipal examples of tha kind of
change technologically that we have %o adapt our pattern of
defense to in fhis generation.

The further we move up the curve of expanding facili-
ties, industrial fecilities that sre necessary to ocur
dofense, the more.important it becomes that‘we.close all the
gaps and achileve the gbals before we fall, The preogress we
make towasrd securing adeguate supplies of strategic and
critical material in stockpﬁie, materials thet we are depen-
dent upor in large measure Qn overseas supply, or supplies
outside the United States, éhe more important it bzcomes
to close those gaps in the quickest posaible time in order
to be ready vo fight iif tﬁtal war should become necessary.

The defense production effort to achieve the adequate
state of mobilization readiness involves a very complex system
of cooperation between governﬁent, industry, and labor for the
increased productfon and channeling of scarce naterials and

equipnent. It ie brimging coals to NewCastle for me to say
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to those of you familiar with petroleum and relateé indug~
tries; that that cooperation, that spilrit of sitting.down_at
the table and working, is a responsibility between govern%en%,
industry, and labor, which is indispeﬁsable to the continuaace
of the kind of an effort ve have underway,

I£f I may éenture to remark, hnything of a major nature
that tends to cut across and desiroy that spiriﬁ of coopéra—
tion between goverament and industry in the pursuit of the
common‘goals of pational security at this time is not in ithe
national interest. We can take'comiort in‘one'fact today, and
that ia regardless of our differences, and I know there are
mﬁny throughout the country on certain aspects of the Defense
Production Act regarding prices and wages, there was n
general unauimity in the Congress that Titles I, 2, and 3,

7 having t§ do with priorities and allocations and expansion
of supply wererrenewed'for a full year without Qny.appreciable
dissent, |

S§ that the charter of legislafive authority ﬁe have to
work under for the continuance of that effort may proceed
on-an'uninterrupted basis and that means that we shall be
able to maintain the system of ValVGF or channsls as it were,
whereby the materials can be placed at thoe point where they
are most needed at the right tlme and wheireby,if you will,
a8 short.mate;ials come into ﬁlehtiful supply, we can return

them to the warket,
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Should theve be, however, a sudden intemsification of
the international ¢risis, or a situation that required more
for defense, thét machinery is there to see that material
facilities and resources are channeled in such manner as to
. accelerate the program, |

Of course, this system tﬁﬁt we have and no othexr system
can work when we do not produce, we cannot ‘insulate the.
defense progzram from nationwide work stoppages‘i; the pro-‘
duction of eritical material such as steel or end products
such as aircvaft in tho general state of the law as it
exists today.

Nov where exactly do we stand in this program? People
who have appropriated through their representatives over
one hundred thirty biliion dollars are certainly entit}edf.
fo know, As I indicated, we are on our way up the incline,
but we are far from having completed it. The impress:lon
tﬁat you get from the newspapers that the mobilization pro-
graﬁ is largcly behind us, it is just a matter of clkaning
up the details here and there, is a most mistaken bit of
wishful thinking that could be indulged in at this time,

We are only half way through this firstinitiallthree-
year program in terms of time and in terms of achievement,
0f the roughly one hundred thirty-two billion dollars which
has been approprimted for military procurenent and canatrucw

tion, only approximateiy thirty-four billion dollars of goods
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and facilities has been delivered, is in hand, Contracts
have been let for éiightly overneightwaour billion dolla#s,
but the products répresenting a subsfantial part of that,
the difference‘betﬁeen eighty-four aand thirty-four are in
varying stages undelivered in the pipelines of production,

An additiﬁnal forty-eight hillion dollars of funds
remains to be éppropriated and to it must be added the problem
of additional contracts.

:So you c¢an see-by that sinmple arithmetic that in so far
as military products are concerned, we have a year to go.

If there were de;iVeries on outstaﬁding orders plus the
unplaced‘orders af the current rates of delivery, we should
still be forty ﬁonths awvay from the completion of this
program, |

Now in the months ahead, or in the year ahead, we have
to continue to climb that incline in terms of the mte of
- delivery so that we Won;f be forty months in completing this
program and vwe hope to climb an-incfeaséd rate of sbout
eight billion dollars a quirter, which was the last quarter
delivery, to the rate of $10.5 billiona quarter by the spring
of 1853, and then iﬁstéad of production and deliveries
dropping off the plan is to follow a plateau during the
latter part of 1953 §nd throﬁgh 19545

The position after i954 dependé, éf course, upoh'policiaﬂ

and approprictiops yet to he determined,
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In the important field of military hard gocds, such 88
planes, tanks, guns, and ammunition, we have climbed in the
past year, énd this has been a very significant and encoufagu
ing ¢limb from a rate of delivery of around two billion
dollars a quarier to.h rate of six billion dollars a
quarter, but we have to continue that climb and in the next
nine months iry to reach the goal of an increase of from .
six billion dollars a quarter to at least eight billion
dollars a quarter in these hard goods, hard-to-get items aﬁd
that is difficult, the most difficult part of the climb in
view of the complicated models of some planes and tanks
involvad. |

I also want to mention and lay particular sfress on the
fact that in the field of industrial expansion; equipping
this mobilization base so that in event of total war we
would be adequately supplied.with the resources to launch an
all-out effort in that field, too, we are only half way
through. The goal of steel increased from one hundred
millions ton=s a year to a capacity of one hundred twenty
million tons.

‘We have capacity and we have come to about one hundred
twelve million tons so there is still an eight milliom ton
capacity to be completed. The completion of that capacity
should be delayed two ¥o threce months because of the strike,

The same is true in other areas. In aluminum capacity
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is expected to reach 1,1 million tons as against 719 thousand
in 1950, |

The end of the three-year program for aluminum calls.for
at least doubling the output,

Power;capacity is striking., Electric power capacity will
incresse sixty percent to one hundred seven million kilowatts
by the end of 1854. The increase alone represents our
total gone:ating capacity from the beginning ﬁf tine to 19642,

X won;t mention petroleum products with which you are
all familiar, but there are corresponding increases in many
other ﬂelds, such as sulphur, chlorine, zinc, phospherous,

Then we have perhaps the most difficult problem of
mobilization preparednéss concentrated in_somééf the
strategic materials, such as nickel, cobalt and columbium,
which are vital for ouf Jjet aircraft program. Wo are far
.from home in that particular sector.

What do all these figures and facts mean? They mean
that we are simply on our way, but they wean no more than
that., Ve ére part Way'up the sleep climb of our mﬁbilizafion
plateau, but no more than half way up. ‘We have maintained
the civiliﬁn‘economy in a reasonébly sound state excépt for
the work 1nterrﬁption.that I have mentioned, There is'fife,
however, throughout the land.qnd all of you en¢ounter it in
your business everyday.the.fagling in that defense produé-
tion progran and MObilization pmgr#m that maybe now ve haﬁe

i
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arrived and the bad dream seems to be receding.

Thére ig still too much of a failure to understand that
we must keep this machihery well oiled and ready for use as
long as the current international crisis.contiﬁuea; as long
8s internaticnal communism remains a threst.

The blunt fact, and it is hard for us to accept it because
we have never been confronted with this kind of problem
before, Amerxcans have usually been drawn into these great
conflicts and war folloved very quickly after a national
realization of the thrept to our security and then it was:
finished and we could go home, |

But today we have a new kind of test in which peace and
gurvival depend not only on matching the'hostile force at
a given instant or at a given time, but of sustaining that
strength over the long~term future on an adequate level of
military and industrial preparedness. Only a sustiained
mobilization over a long period of time will enable us tol
regain the strategic initiative.

Ogly a steady and persistent use of that strategi&
initiative that comes with power, and in this WOrlﬁ unﬁappily
only with pover, over a period of years will thwart the will
of Soviet conquest by domination or aggression,

So in leaving you I want to leave this word: I am not
gn optimist about this situation; I am a pessimist. I am

& pessimist ubout it not because of any lack of confidencé
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in the physical capacity, in the managerial 8kill of

Aperica to do this job; I am a pessimist about it only in

‘terms of do we have the will and‘fhe equilibrium and the

-sticktoiveness to do it. We have made some progress, but the

question we must constantly ask ourselves is: Are we doing
enough and_are we doing it fast enough, and are we going to
stay ﬁith it until we complete the job.

Thank you very nuch,

"’,,ff”“”:Applause)

CHAIRMAN HELLANAN: Gentlemen of the ®uncil, Adminis-
trator Fowler has indicated his wiliingness'to'aﬁSWQr any
questions, or attémpt to answer any questions, that any member
of the Council may desire to propound in connection with this
problem of national mobilization.

I knOWVWe have thoroughly enjoyed your review of the
situat?on, Mr, Towler.

Are there any questions, gentlemen of thé @uncil, that
you would like to put?

Mr. Hardey? |

MR, HARDEY: I think we would be remi#s in our dufy if
while the Administrator is here we did not express some.
appreciatiom of the office_of‘the requirements of this‘
industry. Ve knoﬁ that he has giVen careful consideration
to the reports of the Steeljquuirements Committee and that

his office recognizes the fact that in order that we might be
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self-sufficient in petroloum and provide the necessary
petroleum producté for security, this nation, the PAD recoum-
mended an increase of our drilling program from thirty-
eipght to over fifty thousand wells a year;

We think your offico has done a fine job of giving good
consideration to the requirements of this industry and I think
we would be remiss in our duty, Hr. Chairman, if we did not
thank the Administrator for that careful consideration at
this time and to solicit his future comnsideration for the
additiongl requirements that have been imposed upon us by
PAD and those in authority who are asking us to continue this
job.

CHAIRMAN HELLANAN: That is very appropriate,

(Applh;se) | |

CBAIRMAN HELLANAN: Thank you vory much, because 1
think that ie a very appropriate statement,

MR. FOWLER: I appreciate a statement of'any kind.

CHAIRMAN HELLANAN: Any other questions, gentlemen?

Thank ybu very much, Mr, Fowler,

lg’aéntlemen of the Council, I want fha?ﬁecretary of the
Interior to recognize that in spite of the competition of
the two national conventiona, the Bohemian Grove, and the
temperature of Washington, that the Hational Council is in
good shape to respond to your call, We have »n good.attendance'

today, Mr. Secretary, This meeting is getiting off to a start
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which I feel pives excellent promise of a fine program for
today, and I am happ§ at this time in'abite of the fact that
hg knows somelfealing of exhaustion after the trying dajs of
Chicago iast wéek to presont at this time the Secretary of the
Interior,'tﬁé Honor;ble Oscar Chapman://"
(Applause)
REMARKS OF THE HONORABLE OSCAR L. .
CHAPHAN, SECRETARY OF WHE INTERIOR,
AECRETARY CHAPMAN: Walter, I appreciate your kind
intrbduction and your explsnstion of the competition we&h;ve
and I might say that X, too, am quite surprised and pleased
to find that the interest and the business of the petroleum
Andustry can still outdraw the two conventions we have just
had in Chicago and the Bohemian Grove.
1 appreeiate that you have responded o a business call

‘an¢ we are down.here for that purpose.

?!I am ‘delighted to see so many of you here for this par-

cﬁuncil meeting. e
Since ve are talking aﬁout noncontroversial matteras; I
am particularly.pleaaed fhat we have in the Agenda Comaittee
Ireport ﬁlrequest on tﬂa poesibilities of the development of
petroleun f;om aubmerged lﬁﬁﬁs of coastal states. 1 hope
that you will seriousif‘éiVe”some congideration to that, I
notice it is worded Verynicely,,saying that you are not to
discuss the question of titie., i.appréciate that becouse

?
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the Supreme Court has'adequately taken care of that. But
you do need to give serious consideration to that question.,

So many people; mot people in the industry, but so many
people outside the indusiry, have a feeling that we can start
developing and pro@ucing 0il from that very large area just
overnight by provigg some loases., That is far from the
truth, and you people kmow it better ﬁhan anyone else, but
none of us knows exactly the time~table that will be requiréd
to start developing oil from that area.

I am aaxious to know and you should know just what it
would mean in terms of time and cost, as much as you can get,
and I am delighted that you are making that a study by
you committee,

Now, I was deeply impressoed here with‘ur. Fowler's
- remarks in talking about the steel sirike that_is closed,

For that we are all very happy, but also you are now beginning
to pay the price for the‘gteel gtrike, and you will pay the
price for some time to come, you and other industry people.

I am sorrﬁ that it delayed things mo long, or that ve
had to have it at all, but we are happy that it is closed and .
let’s hope that we can mimimize the effect upon industry and
I know that Hr, Fowler, as he has in the past, will give us
all the consideration that is possible to see that the
necessary materials for this industry will coatinue to come

to us.
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I want to take this gportunity to express my apprecia—

. tion to him for his fine cooperation with my depariment and

with this particular industry in dealing with the necessary

requiremonts of this industry, You have been extremely

helpful and we all appreciate it very much, realizing

thﬁt you do not haw an easy task and that.your decisions are
always coﬂtestad by ome growp or another,

" We are hépeful that you will remain at this time on the
job as you'aré:ahdcontinue to support us as you have,

Jhow in apite'éi mﬁhy rumors that I have heard and in
some of the -colunns that I have read we are still in
business as the Nhtional Petroleum Council and I think we
are going to sfﬁy_in'ﬁﬁsiness. |

(Appioused
SECRETARY—-CHARMAN: There is no need for me to go imto
a lot of discugsion ahout things that you ave taking up on
your agenda, but you have this morning a man that you ought

tp hear from, a man I know you want to hear from, one that

 you have been cooperating with for é_long time in carrying out

his duties ahd obligations and you have been giving genuine
support as an industrj and;l_would not take the opporiunity
npow to talk (oo long togqu, but I want to say that I am
extremely happy that wé have the opportunity to have the
Secretary of the Treasury here this morning to spéak to you

about the problems of his office and your problems regarding
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our bond sales,
I am happy at this time to introduce to you, or present
to you, Secretary Johﬁ w. Snydi:},”
(Applause’ |
| REMARKS OF THE HONORABLE JOHN
W. SNYDER, SECRETARY OF THE
TREASURY.

SECRETARY SNYDER: ‘Secretary Chapman, and gentlenen, thig
is one occasion in vhich I have taken a great de#l of
pleasure ir accepting the invitation to come here with you
today. The program that I intended to diaéuas with you
briefly is somewhat different in tempo from those that we
have been listening to and watching the past few weeks,
entively different because it isn®t in any sense a partisan
mattér; it's stricfly nonpartisan in its full BCope.

" You know in this Washington 1ife, and I am sure that‘in
the petroleum industry yocu run across a groat cufrent of
goesip and rumors that keep you puzzled many, many times.
ThereAﬁaa an instance the other day that sort of points up
~how we have to be c§refu1 ahout.those things. A man camo.
home unexpeétedly'and found his wife entertaining a strange
man at dinner. Before he could say a word she jumped up
and said, "It would be just like you, you big gossip, to 3

‘&pread this all over town."

Ll

.

Well, vwe dou’t want io spread rumors around about our

own family, so in the petroleum induatry we have to do th#t
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in Washingtor. That is apropos of the Savings Bondrprogram.

I have had the pleasure and privilege of working with
your. industry on some very important matters in the past.
As many of you recall, the defense p;ant days duriné the war
when I was running the Defense Plant Corporation here and
helping you finance many piojacts in which you were
interested fcr the defeonse program, so I know the:type of
energy that yvou put into anjthing that yéu undenfaké and
that is why I em so happy that you have adopted in your agenda
-the program cf the Savings Bond sales effort in the pay roll
savings plan,

| When we stop to think of what we have in this great

country of ours, what men of your character and ability, your
leadership, have mﬁde éffective in the past decade or two,
then we begin to get the full feeling of the dynamic economy
in which we live.

When we think of how we took hold at thé end of World
War Ii after the country had been geared to a great war
effort, how we took hold and switched that whole driving
force from war to peace, how we converted from a wartime
indusiry bagk into a peacetime economy, how we did it
practically without integruptipn to a high level economy, I
think that we can take great pride in the leadership of cur
great free enterprise systém in this country.

1 saw businessmen do the unbelievable during the war
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and I have seen them even surpass that accomplishment in the
period since the ﬁar.

We have undertaken here in this country to take over an
economy which was heavily indebted bocause of the war activi-
ties and for seven years we have beea gOiﬁg through every type
of adjustment almost that is conceivable -- war feadjustment;
peace, ﬁhreats of readjustment in the economy, threats of
inflation, threats of deflation, and then this defense
proé?am.that has recently come upon us,

In each instance we have taken hold of it with a great
courage and a pﬁrpose tﬁat has made us able to report today
that we have had a continuous high level of the economic
prosperity for all the years since the end of World War II.

We ended World War II with.a great savingse bond progran,
‘Eéeryone Beiieved at that time that fhe #avings that had.

been generated during the war would be quickly ﬁsed.up affer
the war in peacetime when things became available that‘hﬁd
been deniéd them during the war and when there was léss‘fh;eat
of inflation in the adjustment of our peacetime economy. )

It has been a fabulous truth that having changed the
tempo of the savings bond program from one of sentimentalism,
patriotism, to one of pure thrift motivation, as a voluntary
program, at one time in the postwar period we had less than
five hundred paid employees-in the whold savings bond

program, and yet, during that period following the war, a?lling
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savings bonds on a purely t¢hrift motivation, we have becn
egble ¢o naintain because the citizens of this great nation
have voluntarily supporied that program and hnve made it

a suecessiul one, more successful in peacéfim@ than it was
,éctmally in wartvine, the Advertising Council of this grest
nstion of ours haé pledged to the savings bond program for
the last three ysars over forty million dollars a year in
free sdvortisiag.

Anyvhem from two to three million poople cach year do a
voluﬁt@e? seliing job nelliog bonds. Indusiry has taken hold
of the psy roll savings plam‘and.has rade 1t o dywamic part
of wheir jindustrisi oporation,

Ail that Lias been done as a volumtary progrem and tﬁat
i3 what has mede the program the success it hes boea in
maintaipning it a® we have woday, even with all the talik émd
a1l @f.the riding that we have heasrd abou¥ whan hés happaiaed
tn savings bonds,

You geni:lomes will ke pleoased to kpow ¢that the cash
volue of the E bond is groater today inm total than it evem
vas in the history of ths savings bond progrem. It iz tro-
meadous whan we think of what the revérse foirces that wero
pmt on the savings bond duripg the past mpths simcé the
beginning of Horea,

T amiiod a gﬁnmp nf poople up in New York no: long azo ,

aed ¥ sald that I am rot going ©o ask vou to apewar this
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question, but I want you to think about it, keep it im mind,
and i think it will answer itself. |
"Couldé your business take the beating that
savings bonds have taken? Could they take the

pdverse advertisingg coﬁld ‘they take the sdverse

criticism through a peviod of a year and 2 half or

two yeaye and thea come out with your sales graater

thao they have ever becn before? You don't have to

ansver that: you know you nmust have a pretty good
product tc bhe able Lo acconplish tha% kipnd of result."

Here we are rovw in fhis defense program vwith the
varying pressures on our econocmy, one day we think we are
going to have a depression, nexi day we thivk we are going
to have inflation, inflation-deflaticn, back and forih.

The best thing I think wa cap do is to oncoura® a good'
backiog of thylft for our ecumployees, citizens and on the
part of all of us because I believe personaliy that the
best leveling influence'onléur econonty , stabillizing influence,
is the assurznce of a hacﬁlog of purchasing péwer in the
hands of our people, Without question in my mind the
two hﬁndred billicn dollars of potential purchazing power
that was present in the savings of this coumiry st %ne end
ﬁf World War II se?ﬁed as a wost important impetus to the
maiutenance of ouy high lovel of cconomy because it was the

agsurance giver to the people of this country of rezerves of
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cash that encouragéd them to spend more freely of this
current income maintaining our large pfoduction and consuﬁp-
ticn in the postwar peried.

.We are coming into a period right now where we can be
aﬁsnred that that same pent-up poiential purchasing powver
‘in savings will serve to prolong our high level of pro-
duction nnd congsuinption after we have solved the &afense
program which I sincerely hope w2 are solving nowW gnd wiil
bave a positive solution in the neur future.

There i3 no question but what we must meet the dofense
program, You gentlemen would not be‘here if you didnéﬁ feel
the importance of what you can do toward that end. You
have done a tremendous job in buiildiag this great nafian of
ours into one of the most remarkable nations of the world.
The petroleum industry from that day some huadred yeérs ago
whon it nade ite first discoveries, as I recall, it may have
been longer than that, but you have developed transportation
to the point where we have hecome-a single community and
distance.has been removed.

The many things that the petroleum industry has ddne
to contribute to the growth and prosperity of this nation
is‘endle$5a So when w2 come now to add to your burdens
of the great job that you are doing Iin the'defense progran
today in trying to supply adequate fuel, an adequate supply

of gasses, all the different things you are trying to supply

i
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in the petroleum industry, we are asking you to take on one
more assigonment, aﬁd that is encouraging the peﬁple of your
organizations to take part in the pay roll savihgs plan,

I deeply appireciate this opportunity 6f visiting witﬁ
you for a momeﬁt, I.want to tell you that I think what you
can do fox us in the pay roll savings plan is of great |
v#lue_to us. After considerable persuasion we have talked
your greai friemd, aed ours, Sidney A, Swinburn, to take
over the chairmanship of this drive in ycur industry.

I an deeply grateful to him for undertzking that job,
and T also wan?zio thank the Gulf 0il Company for cooperat-
ing and permitting him to take that assignment.

I want ¢o .thank each of you for what you have done
and I w#nﬁ to giéé you an added thgnks for what you are
going to do‘in helping us in the pay roll ssvings plan.

(Applause)

CHAIRMAN HELLANAN: Thank you very much, Mr, Secretary.

You will recall, gentlemen of the Council, that‘at a
meeting of the Council in April of 1950, the Under Secretiary
of the Treasury, Mr, Foley, appeared to presont a citation
to the National Petroleum Council which I now read:

“United Ststes Treasury, Distinguished Service
award. To the National Petroleun Council for leader-
ship in building security for the people and the

pnation through United States savings boads, Awarded



40

under my hand and seal April 26, 1950, John VW.

. Snyder, Secretary of the Treasury."

I think it is generally accepted that the petroleum
industyy has led the way among all industry of the country
in the promotion of the pay roll savings plan andlthat is
our intention to continue.

In the report of the Agenda Committee this morning it
was approved that ths Council should give further considera-
tion to the extension of our cooperation in this movement,
and the Chair at this time desires to recognize Coldnel
Drake tn present a resolution,

- COLONEL DRAKE: Mr. Chairman, Secretary Snyder, Secretary
Chapman, and members of the Council: In keeping with the
long-tinme policy of the petroleum industry in cooperating
actively and wholeheartedly with the United St.ates Government
whether in peace or war, 1 take pleasure in presentring the
following yesolution:

"Re It Rasolﬁed,lthat the C?airman of the

National Petroleum Cbuncil be and he is hereby

authorized to contiﬁﬁe to take such stéps as he may

deem appropriate to bring to the attention of the

_members of this Council and to the petroleum industry

the efforts nf the Treasury Department tn promote

and extend the pay roll savings plan and to invite

the voluntary support of the entire industry in making
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available to company employees such plan for the

acquiring of ﬁ.s. de fense bon%:;:,/"

I move the adoption of this resolution.

CHAIRMAN HELLANAN: You have heard the resolution
presented by Colonel Drake.

Are there any remarks?

Is there a second?

(The mtion was seconded from the floor)

CHAIRMAN HELLANAN: It has béen seconded,

All those in favor of adopting.tﬁe resolution will
1ndicate;by saying ayq,‘

Opﬁésed, no. |

The resolution is unanimously adopted,

SECRETARY SﬁfDER: Mr. Chairman and gentlemen, Iwant
to thank you deeply for that resolution., It sends me away
éznm bhere happy because I kndw that having resolved to do
that job for us su?geaa is imminent,

AR, MAJEWSKI:'_I wonder if we could have Secretary
Chapman remain with us for a few minutes?

CHAIRMAN HELLANAN: Mr, Secretary?

SECRﬁTARY CHAPMAN: Yes,

///hm; MAJEWSKI: In your usual few words you said that
you think the National Petroleum Council will continue on
the saﬁe old basis, Not tﬁat 1 am skeptical because I have

great confidence in you; you have done a terrific job om



behalf of 'small businessmen in oil in continuing this
council on the basis that it was created by President
Truman and fostered and nurtured and administered by your
good self,

So I say advisedly that the_small busniessmen need
this national Petroleum Council on the basis that it was
created, having its own industry chairman, having a small
staff, and complying with all the rules of good government
and so forth, not to some set of rules that are changed in
the middle of the game every now and then,

1, too,.was in Chicago; I a2m right around the cormner
from all of the hotels where the Presidential ambitions were

( ' aurtured and becsme nof pregnant, bui exploded prematurely
sc I had a good chance to look at what was going on with
respect to the waylour government operates,

Kel S I was glad for those two conventions,
Redfls...
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It shows the Amerlican way. You who have been &n outstanding

example of the fdstering and the keeping of the free enterprise
system, particuiarly in oil, and workihg out what President

Truman -- not many things good &re being said about President

- Truman today by people, probably including myself on all counts.

But I have to say and‘I want to say that in c¢reating this indus-
try-government team he had vision and foresight and the effect
of 1t 18 known throughout the land.
What I wanted to say to you was in splte of the rumors
and the storles that were planted, and I don't know by whom,
in Chicago -- but there are the newspaper reporters and even
Colonel McCormick's great newspaper that I get along with pretty
good. I live there., I maintain a good press over a beer or two.
I'don't'have any pald relations staff. DBeer 18 a great leveling
influence in my negotiétions with the.press,'and séme ha rd
liquor helps soﬁet;méa, But that 1s what I learned, that D. J.
is again afoot. They have got to upset something. .Somgone is
unhappy over there. I thought every'tiﬁe that they changed a
few fellows over there maybe they wodid talte a little time to
learn about this racket, 1nstead of startihg'to condemn us.,
-What I want to séy to you 1B.t§ thanit you from the bottom
of my heart and sincerely on behalf of this industry for what

you have done to preserve this team. I want to say we inde~

pendente resent the making of unsupported allegations against

the oll and gas industry and people who a&re in your sService,
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sir, who came from the oil and gas industry. I do not want <o
| go into the merits of these unfounded charges and allegations,
Lbut they dd reflect adversely on you, sir, and this fine organi-
‘zation that you have c¢reated called the P.A.D,
What I wanted to conclude with 1s this: That the inde~
pendent o1l man represented on this Council, the small business

man, would have no cther forum, that 1s, that 1s as fair and

as édequate for his particibation in this defense effort, unless
~you continue to do what you have so nobly done. We have no

way of protecting what 1s'our.= " birthright, our participation
in a national effort which i1s in the public interest and'for
the purpose of guafanteeing security and freedom from further
aggression by those who seek to destroy this great country.

I urge you, if you will, to keep a 8tiff upper lip like
you aiways have. If you need a few punches from the Middle'
West, call on us, but I plead with you and urge you to continue
this magnificent fight that you have maintained to preserve
the integrity of thiﬁ team on the basis on which 1t was creaEEg*/——

SECRETARY CHAPNAN: I apprecilate very deeply what you have
"sald. Your remarks are far more sSerious in terms .of what it
means to the industry and to the 1little man than a lot of
people outside of this industry realize. I have long since
in my connection with this industry realized that the little
man, the small operators, had to have a forum where they could

meet on equal terms with any other segment of the 1ndustry; I
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hgve felt that this was a proper forum for that. I have ddhe
all within my poﬁertq secure that position for them so théy |
could héve an épportunity to present-their cause and present
1t honestly and fairly and let it be debated, T think when
you bring together the various segments of the industry under
what I consider an impartial administration, as impartial as I
know how to make 1t, I belleve that the good interest of all
‘the people will be served and certainly the interest of those
who are members of tﬁis Couhcil in the small industry group

- Wwill better be served by ﬁhis type of organization than any
other that I Know. | -

I have been licked many times but I have never quit a
fight. I do not 5elieve there is goling to'be ény change in
our program, I have had no official word from anyone concern=
ing it whétsoever. I do not believe there will be'agy change.
Thére will-probably_be conferences, discussions &nd we may have
to discuss things with them to try to vary some rulee and ’
regulations that might fit into this. I do not object to going
into conferences ﬁith them., Remember after all the Justice
Department has 1ts full responsibility to meet in terms of
how they hahdle the programs of all the industry people under
the laws which they have had to administer. I do'not object
to theinr 1hquir1ng in%o the Council I operate under the
Department.of Interior. I welcome their inguiry as to any

Coﬁncil we have heen operating under the Department. I bel#eve
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that when they make that inquiry and if they do,tﬁﬁ%y will
find that this 1s the most equitable and the fairest operating
Council they have found anywhefe in the Government.

~ You have a Chairman of this Committee, & man whom I can
conacientiously say has tried to do this job impartially as
lChéirman of this Coﬁneiiq He has tried to give adviée to the
Secretary of the Interior on what I consider an impartial
basis, The agendas-which you have been considering from time
%o time have bqen presented and discussed by the Department
itaelf before they Were glven to you. We.have hagd 6ppor~
tunity to look them over. I said to this Council when it
first set up that if aﬁy group combines tb violate the law,
I would be among those who would:help pvose&ute them. I still
say ‘that.

I say in the same sentencé that I hqve donfidenge in
these people thét are here today and the industry they repre-
aént. I have confidence in them that they are trylng to do an
honest and fair Job. I believe that 1s what 1s golng to be
done and will continue to be done. When I say to.you We are
8t1ll 1n buciness as the National Petroleum Council, I say
that beﬁause'I belleve we are going to stay in business. I
do‘ﬂ;ﬁ get discouraged at too many rumors. Moat people are
rumored out of Washington as.a rqle."If you Just sit tight,
do yoﬁﬁ job, you can answer those sometimes and you have the.
chance to present your cause,  That I am sure I-wili have had

|
f
i
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before anybody will make a chance in this Council. I w1l
have an opportunity to present the real cauée of this Council,
I believe that ﬁiil be done. When that 1s done, I have no
doubt about the outcome. |

MR. MAJEWSKI: Thank you, sir,‘and God bless you.

This is not a parliamentary 1nquiry,‘Mr, Chairman, but
did yoﬁ know you are getting into prominence, or one of your
coileagués 1é_getting Into prominence? I learned how To talk,
poorly as i do, from_reading Vital Speeches, which is a publi-
catioﬁ that comes out every now and then. In the July 15
issue I recommend for everybody's reading an'artiéle in there
because I find in there aloﬁg with General Douglas MacArthur -
this is the only time I disagree with you. I do not think he
18 the greatest General, I think_he 1a one of the ngeat
denerais, buﬁ the greatest General 18 going to be the next:
President of the United States. In this V1tal Speeches thére
is "Freedom of Men"'by Herbert Hoover, "Progress in the South’
bnyarry Truman, . "Dedicatidn of Bull Shoals" -+ that had me
confused theve, and "Norfork Dam" . and “What_Did Our.Fore~
fathers Try to Accomplish", by a fellow from oﬁﬁ pért‘df the
‘eountry, and "Oid Glory @Given on Flag Déy“, and down there
was Bruce K. Brown, Deputy Petroleum Administrator who ab-
peared before the Division of Marketlng in Bostonon May 19
and madera very good apeech. If you want to_leérn how to make

i
speeches, read this issue of July 15, and I get no commisa;on.
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God knows I would take it. . I want you to hear what Bruce E
Brown s&id to those marketers in petroleum ﬁho were proud %o
have him as the Deputy Administrator. Don't forget to reaé
that; |

In that galaxy of stars, even though most of them are

Republicgps =-- well, Just read it. .
CHATIRMAN HALLANAQ: We @8re coming along %o that in the

course of our proceedings here today. May I ask at this time
if Brigadler General Alfréd Johnson 18 in the room? General
Johnaon, will &ou blease come forward?
‘I want to present to the Council Brigadiar General Alifred
H, Johnseon, Executive Secretary'of the Munitions Board,tc dis-
ﬁués the military petroleum requirements. General Johnson,
STATEMENT OF BRIGADIER GENERAL ALFRED H, JOHNSON,
U, 8. A, F., EXECUTIVE SECRETARY, MUNITIONS BOARD,
GENERAL JOHNSON: Mr, Chalrman, members of Tthe Councll:
I am cerﬁainly happy to be here. About five minutes before
this Council met I was asslgned the-requnsibility and afforded
the pviviiege of a task which gives me great pleésure."There
18 a communication'alightly delayed in the mails, and I belleve
intentionally, for the purpose of presentation to thie Council.
With your permissioh,‘siv: "Mr.'Bruce K. Brown, Dear
Mr. Brown: Personally and on behalf of the Department of
Defense I want ©o thank you for your great cﬁﬁtvibutioh to

the defense effort during your more than ten years of service

b
i
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in the petroleum fileld. Your techhical knowledge, sound ad-
- vice and ability to.plan and execute major construction and
production programs played a large part in supporting the i
‘militavy‘requirements for petroleum products during both
WOrld-War'II and the Korean conflict. You are leaving behind
an enviable record of Service in behalf of the security of our
nation. Sincerely yours, Robert Lovetﬁﬁ}f’

CHAIRMAN HALTANAN: Will you ﬁlease come forward and
acaeept this letter from the Secretary of Defense, Mr. Brown?
(Applause. ) | |

GENERAL JOHNSON: The Department of Defense has Just
finished a fiscal year, as all other departments of government
have, and I belleve it might be opportune to review for you
certain of the problems we had durins the fiscal year 1952.

As Mr. Fowler has explained to you, it was a period of gradual
acceleration in the expenditure of fuhdsifbr the obtaining of
hard-to-get items. That acqeleration in regard to 1te ef-
fect on petiroleum toék place primarily during the last half of
the fiscal year; the first half of the calendaf year 1952,
Producers for the armed servicegstar'ted accelerating dellverles
of equipment requiring petrbléum; The Department of Defense
activities were increased materiallﬁre Ouv overseas deployment
of forceé and equipment using petrdleum'increased & great deal,

In geneval delivery of petroleum did noet keep pace in

several instances with the accelevation, deployment, usage, and
I
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dellivery of the petroleum=using equipments. You would'normally

expect that the Department of Defense would build up stockaéto
take care of mobilization and redeploymenﬁ for strategile ané
tactical purposeé not only of the equipment but the petroleﬁm
throughout the wovld; peprpleum atocks., Our analysis 1hdicatea
that in the cases of aviation gasoline, Jet fuel, diesel and
navy special fuei 01l we were unable to bulld up our stocks

to an efflcient operating level necessary to Gake care of the
accelevatéq,delivérw of'equipment and the deployment of our
forces to tactical use.

I might give you a few examples of the aonsumption increase,
Aviation gasoline stepped up during the year close to 25 percent,‘
Jet fuel was up 50 percent. Navy special was up about 10 per-
cent. A great deal of the acceleration was during the latter
part of the year, the latter half of the year.

I realize ouf stock position'suffered some from the result
of the interruption in the production and réfining industry,

So much for 1952, |

We were a little disappointed 1n.what we gpta It resulted
in some inefficient distribution operations, although it d4id
not affect seriously the actual operations out in the field.
6ur training during this interruption caused by the strike was
handicapped. In fiscal year 1953 we antieipate further increases
and greater accelevationain‘delivery-of.petroleumJusing equip-

ment., In 1952 where we had programmed some 150 million barrels,
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1953 1s slightiy in excessa of 210 million. The greatest in-
creased wWill be in the jet fuel, diesel, mogas, avgas and névy,
special all across the board. |

We expect aviation gasoline usage to go up another 25
percent, Jet fuel 100 percent; and sméller lncreases in thei
other categories. If our experience durlng July 1s any cri-
teria, we #rg up against one tough problém. Betweeh the
Depariment of Defense's increased demandé and the actions of
industry, or reluctance in some cases, We have put PAD in one
tough spot. PAD 18 working with us congtantly striving to get
offers and promised deliveries pf petroleum products., I will
not go into details as Colonel Brown of the Avmed Services
Petroleum Purchasing Agency will cover Juét how we stand. rBut
I do want to empnasire that now 18 no perlod for complacency
either on the part of the government or 1ndustry and members
of this Council in regard to the supply~-demand picture for
military products in the petroleum field. We are going-on up.

What I have coveredliﬂ primarily current so-called peace-
time opevations. We are not in a position even tO'stért making
a dent in what we have to do in case we have an emergéncy, |
.That is thé general piptﬁre as we see 1t today. I wlll be glad
%o answer any specific queations,'Mr, Chairman.

CHAIRMAN HALLANAN: Are there any questions, gentlemen?

MR, WILSON: Have you been able to build up reasonable

stockpiles of aviation gasoline and Jet fuel?
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GENERAL JOHNSON: All the stock figures are not in as.

of this date. I have most of them. Our stock position on,
aviatidn.gaaoline dropped during the last fiscéllyear, if énya
thing.
- CHAIRMAN HALLANAN: Thank you very much, General,
(Applause.) | |
CHAIRMAN HALLANAN: Following the statement of General
Johnson I should like to present Colonel Douglaé'R. Brown,
Executive Officer of the Armed Services Petroleum Purchasing
Agency who will discuss the military petroleum procurement.,
Colonel Brown. |
STATEMENT OF COLOﬁEL DOUGLAS R. BROWN,
EXECUTIVE OFFICER, ARMED SERVICES PETROLEUM-PURCHASING
. AGENCY. |
COLONEL Bnowmz Gent lemen, when I first heard I was to
address this distinguished group, and I might add a famous
member who has been in the‘spotlight the last couple of wee&s, I
was wondering if I was going to be Iike the 11ttle girl who
during her mother's absence.went upstairs, went into the bed-
room,.opened-the dresser drawer, and took out her ﬁothewfs

corset. She put it on and then she discovered she dldn't have

the guts to wear 1%.

As a newly appointed executive officer I am happy to be
heve at my first meeting of the National Petroleum Council.,

T appreciate the opportunity to hear firsthand fram the
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Council and all PAD officials of the fast moving developments
in the petroleum industry.

Further, I feel this 413 an opportune time to address the
Council as we are experiencing great difficulty in écguiring
necessary petroleum products to meet expanding‘militavy needs,
products which present particular problems being high octane
gasoline, Jet fuel and dlesel fuel. Requirements of navy
sbeqiél, which is norméilﬁ a critical jtem. have been covered
in full for the first six months in the fiscal year on the

east coast the Gulf Coast and 6n the Caribbean areas.. A

shortage of 2,100,000 barrels still exists on the West Coast,

We énticipaﬁe @irfficulties in procuring this product during the
last six months. We belleve the effects of the steel strike
have_been responsible for our ability to procure our current
requiremenis.

The West Coast requirements are becoming more and more
difficult to meet not only on navy apecial but &dll other pfo-
ducts. ASPPA is extremely concérned over the fact'that Weaﬁ
CQaét refineries are unable to offer us anything over our
military requi#ements that we have had in the past. As an |
1ndication of the magnitude of.the problem, we are now shor£ of
coverage for the currént 5ix months perlod ending 31 December
approximately 5,200,000 barrels of Grade 115. Gentlemen,
this 18 8gainet a requirement of about 13,000,000 for the'first

1

81x months, 80 you can see the percentage 18 very great in i
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lack of coverage.

In jet fuel We are short 6,000,000_barve15,'.The require-
ment is 16,00@,000. We recognize that the gas problem is,
one pﬁimariiy of capacity, but this would certainiy not seém
ﬁ§ apply vo Jet fuei and dlesel., This lack of ddverage haé
been reported to PAD and on numeroua'occasionsh ﬁumeroué
ﬁeetingé have been held with that agency to discuss ways and
means of meeting military demands., I am sure PAD has made
every affort short of directives to 1ndustfy to secure increased
product; nevertheless, industry has npt‘reaponded to these
efforts as shown by the shértages Just quoted,

- The serious aspect of not being able to meet millitary
consumption requirements is that these requirements must be
made up from already inadequate milltary stocks. You asked
General Johnson aboﬁt reserves.,  (entlemen, we have veny,
very small reserves, and those aré in overseas areas in
strateglc locations. This has caused & Berious deteriorat;on
of stock levels that has become progressively worse during
the iast 60 days. Deficits of the present period, if not met,
muat bé carried over to subsequent perlods which in tufn will
tend to create great demands on industry in Ghe later perlods.
The military recognizes ohe of the proﬁlems industpy facés in

meeting military demands i1s the lack of alkylation capacitj

‘required in the production of your high octane fuel, To

improve this the armed Bervices with PAD's help expended gfeat'

L
i

i
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efforts in securing funds from tﬂe Congress to carry out a
program for the expansion of alkylation facilities. This'.
program guarantees thréugh contract that no finanecial loss
will be experiénced by the parties. I_ahall not goinfo the
details of how this works, becauée Mr. Spéving_of PAD who
worked  very closely with us on this entire program will cover
this in detall later on in the meeting. |

'The results obtained by fhis alkylation éxpansion pro=- .
gram has not been at all satisfactory. We have had perhaps

11,000 barrels out of a wequirement of 31,000 barrels per day

production. Of those 11,000, we have been able to sign very

few contracts, I believe that the lack of reaponse by indus-
try Eo this program ia not neceséarily the faultiof industry
but 18 due fo lack of completeluhderstanding of what the pro-
gram meana and actually stands for,

I further belleve that‘thﬂﬂ program can be successfully
accomplished through personallcontact of ASPEA and PAD with
1hdustry'a top 1eaders. We héve justinstituted a program
whereby We are sendins out representatives to contact 1ndustrg
along with Mr,. Sperins of PAD who, by the way, has done an
outstanding Job for us. The National-Petroleum Council has set
an exemplary record of meeting militarﬁrneéds and accordingly
having made you aware of our problems and with the able assist-
ance of‘PAD you wWill again accomplish the task of meeting

our military requirements, L
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If you have any questions I will be glad to answer them,

. CHAIRMAN HALLANAN: Are there any questions of Colonel
_Broﬁn? Do you want fb gq'further into the matter of,shortéges
in more detail at this time as to the particular shortages
that are threatening you and embarnasaing you at the time?

COLONEL BROWN: The Bhortages that are bothering us
Worst are the high octane fuel, 115 and 40 and also jeb fuels.
T would 1ilke to cover 1t in a Iittle greater detail, but fo-
securlty reasons I cannot do 1t. TIf I could tell this group
our'poaition at the present time in the United States ﬁith |
refefence to the number of days that we could operate if war
wWere to break out tomorrow, it would make a vast difference,
but I am not at liberty to say that today.

' MR. HARDY: I would like to ask if these shortages you
were taiking about during the past 60 days were caused by the
shortages in,refinins operations and whether you anticipater
amending this sitvation if production is resumed ?

COLONEL BROWN: We thought jet fuel would come back into
production very shortly after the strike ended, but 1t hasn't,
During the-atrike the military reduced its activitiesapproxi-
mately 50 percent in order to conserve what fuel it had. We
managed to Keep our stock levels on a fairly: even keel and
even galn some stock during the strike. As soon as the strike
ended instead of us‘improving our position, our.positiqn
started gettilng worse and has materially during the last 6@
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days. .So0 I cannot account for the fact that Jet fuel is not
being offered to us., I can account fon high octahe beéausefof
the 1éck of production. | | E

| MR. WILSON: I cannot speak for the last month bécausezl
am not familiar with what may have transpired, but I do know
in the prins thére were & nﬁmbér of offers in the 1nter16r
whé;e tankrsﬁiﬁment of base stooks from one location to another
were at higheﬂ than nommal cost and that was turned down. Is

there enough to make up that shortage by means of golng down

~ the normal price range for a normal production without those

- trangshipmenta?

. COLONEL BROWN: In accordance with the figuves déveloped
by PAD, there 18 sufficient production to meet'our requirements
based on incremental fuel purchased; whioh 18 very expensive,

I would prefer that 2 member of PAD give you ﬁhat information,
because they have made a studﬁ of 1%,

MR, WILSON: That would quickly come in if there were &

‘real emergency.

COLONEL BROWN: Actually the militaﬁy 18 willing to buy
incremental fuei in high octane.
’}”SQAIHMAN HALLINAN: Thank you very much, Colonel Brown,
Gentlemen, our very close friend and associate, Ed Warren,
who has succeéded to the position of Deputy Petroleum Adminis-
trator, has been in charge of tThe aotiﬁities of PAD now_for;

some considerable time, and I am very glad to have the opportunity
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now Lo present our form@r Ceuncil member who has taken OVer

,bhe dutiea af the Administvatnr to make some prelimivnary state-

ment& and then to pwesent msome of the. embers of his staff
to reviev a nuzber of the 1nt9rre!ated problems that come tb
the Petroleum Administration for Defenae.

I would like now to ﬁweseﬁ%'mﬁ, Eg'Wapren, Petroleum
Aéministrator for Defente. | , o A"”ﬁ

STATEMENT OF J. ED WARREN,
DEPUTY - PETROLEUM ADMINISTRATOR.

MR, WARREN: Thank you, Mr. Hallanan, and I also want
to, on behalf of PAD, thank the iﬁdustry and the Nat;onal
Petroleun Council‘for the continued cooperatlon that we ave
gebting in carrying on our defenae rospongibilitcies. You
probably know that Congress has curtailod the appropriations

%o the defense 2genales. PAD has been trimmed zome 22% Dpercent

and wo have had to go through each one of our divisions in

order to accomplish the economlea thét are necessary. We
have abolighed the manpower division, a division which was
helpful %o the industry, and we have curtatled the Congressional.
1iaiman unit, We are st1ll 2n the process of making further
economieﬂ.- 0ur whole purpase 18 to maintain the efficiency
and effeobivenesa of the PAD organization. We have to keeD
'thoae d1lvisions that are most vital to the opsration oé our

defense responsivllity.
44
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When T came into PAD four months ago I found an organiza;‘
tion that was well set up as far as the operational pattevn.
Committees were set up to consider every policy matter and
decision with representation from each segment and with
people with special technologieal training to meet the particu-
lar problem that was being reviewed. I found morale had
been generated through the leadership  of Bruce Brown and I
think a genenal‘acceptance by the industry and an understanding
of the necessities of PAD in carrying on the defense responsi-
p11ity. But in spite of that I felt that I ought to inde-
pendéntly reach a conclusion for my own guidance and to acquire
direction as Deputy Petroleum Administrator during this next
tour of duty that I have undertaken, I have found there were
two areas of misunderstanding. One of Them came chiefly
from people in G6Vernment and the other from those in industry.
I might say some segments of government -- I know Mr. Fowler
Will not go &vound With this -- they feel the methods of PAD,
industry cpoperative'methoda, are probabiy not the_right ones. -
There 18 no reason for me going into this and I might say also
from the standpoint of orgenization that there 18 no use of
me going into this with this gfoup, except to say this: That

PAD ag 1t is set up is not the arm of 1ndustry; The group heve

18 going & job for government because they know that industry

cocperation is easential to getting the Jjob done the best way,

as 1% has proved in  PAW days and the defense effort Bince
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that time. The misunderstandings, and I say they are few,
as to the other area are those of responsibilities. What is
ﬁAD responsible for? What 1s the Job they have tbldo? : |

I think Mr. Fowler pointeé out qué of the voints and I
am aﬁre that many in the Council feel that the responsibilities
of PAD. are really a 1ot more iiﬁitéd than they aétu&lly are.
Mr. Powler pointed out that we ave part of an entire defense
program.: Many of the procedureé and programs that are set up
are 8et up for industry generally and not Jjust. for betroleum
alone. So with that in mind I have asked Elmer Batzell, our
Chief Counsel, to talk to you a little bit along that line to
clear up some of the misunderstandings. Mr. Batzell has been
Chief Counsel for the past year. He was in PAW during the war. .
He has practiced law here in Washington and will return to
Berve his tour of duty or finish it on September 1. I think
he has, as Bruce Brown'expressed 1t atrdinner, a very clear
understanding of the mechaniama that make up the programs of
government and our inter-agency relationships. Mr. Bétzell,
will you take over, please?.

STATEMENT OF ELMER E, BATZELL,
AS3SISTANT DEPUTY'ADMIKISTRATOR {GENERAL COUNSEL)

MR, BATZELL: Thank you, Mr. Warren. Mr. Chairman and
gentlemen: I have done SQmethihs that I néver do; I have
Wwritten out what I am going to say. I d1d this partly because
I was suppogsed to stay w1tﬁ1n ten minutes, partly because ﬁe

|
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are faced with an interesting situation tcday. We are in the
middie of & political qampaign. We have rumblings from the
Department of Justice. We have problems of a steel strike
that has Just terminaied. We have a question about what we are
all doing here and where we are going and what are these infer~
agency relationships with which we have to deal in getting the
Job done. I haﬁe pitched these remarks on the basis of the
original principleq on which this Council was founded and has
been operating and under which, through the ﬁedium_of this
Council and the petroleum industry in general, the Petrolaum
Administration for Defense was established ©o build the
petroleum resources of the free world aﬁd a‘means of making
those‘reaources prompﬁly and immediately aVailable againet the
threat of oﬁen warfare, and that is a trust of high responsi-
b1lity, |
It wap to discharge this trust, to meet this responsiﬁility,

that the industry was calied upon and the Petroleum Administra-
tion was established. |

" This Council was asked to expand its charter so that it
could cooperate with the Government in the discharge of that

trust. The Petroleum Administration and the expanded responsi-

bilities of this Council came into beiﬁg after the commencement

of hoptilities in Korea. Those lcstilities continue. There
18 littie in the world situation today which bespeaks cessation

of & threat of even greater hostillitles., There are a goodf
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many matters that have béen suceessfully handled in the past

year and a half, but the basic fact is that this nation and

fhe petroleum industry are not yet fﬁlly equipped to provide

against the staggering demands of an all-out war. The basic

reSponaibilities placed upon PAD and upon the Council and the

' trﬁst which they willingly assume remain for fulfillment, for

full accqmplishment. Sd long as there 18 a defeﬁse‘prognam
participated in by all iﬁdustries,there will remain a need
for particibation'by the petroleum industry. in that program .
and fér 8 government agency gtaffed by petroleum experts wh@
can éssiat in making certain that the necessary facilities,
wells, pipe-lines, refineries, tanks reduired to effect
petroleum supply, are bullt and made ready against a war demand.
Even ﬁore than assuring the physical plant,,there remains
the need for a government-industry team which can ﬁOVe quickly
aﬁd‘vigorously to assure adequate petroleum supply. Mr. Fowler
saa.Defense Production Adminlstrator has pointed out that we
are ﬁérhaps'halfway-along the total mobilization prbgranh
There 18 no poiht'in starting a 440 yard daah and quitting

ten yards from the finish, It 18 important to do well the

. remaining portion of our Job.

Much has been achieved in the expansion of phyéical |
facilitieé butineifher this aehieVemenf nor the feméihing Jab
could be ‘successful without the program wovk'of industry and
inter-agency underatandingé and rélationships.which have bgen'

f
|
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developed. These basic tools ave indispensable to the success
of a2 petroleum program. They must not be permitted tb ruét

in 1d1ehesb ¢ccasioned by misunderstanding, néglect, or éoi;
lateral attack. My émphasis herve 18 on the relationshipréf
éAb to other agéncies, but %he relatiohship‘betweén industry
and PAD is no less important to the successful diacﬁarge of

thé'reaponsibilities Wwe have assumed.

This agency has bheen fortunate perhaps in enjoylng a

greater degree of power and a greater 1étitude 1n:the exercise

of that power than most defense agencles. These powers, how=-

ever, do not exist separately and independently but only in

cooperation with other defense agencies. So long as these
other agenciles continue in existence to meet 8 defense need,
there remains & need for a Petroleum Admiﬁistration competent
to assure the most appropriate distribﬁtibn of materials and
products in the interest of the defense progrém.

When PAD wants ateel to do a defense Job, it must compete
with every other agency that wants steel to do its defense Job.
While PAD has the & power and authority to distribute the
materiaia‘it gets in the best possible manner within tﬁe

industry, 1t does not possese any right to an unlimited

‘quantity of materlals to accomplish its need. It must fight

and fight vigorously for the Defense Production Administration
Justifying petroleum on the basis of its relative essentlality

to the defense program. It must withstanding the competit%ve
1
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attack of every other seeker of materials. Once having gotten
1t8 supply, PAD must diétribute‘to the best interests of the -
defense but the mechaniems fqr'diétribution cannot be compietely
aepanaté from the mechanism generally applicable to all indus-
try for otherwise it i1s imposéible for the suppllers of steel,
copper, heat exchangers, compressors, to know the priorities
and rules under vhich distribution must be made. Accordingly,
any PAD materials distribution program must a8t least be wilthin
the framewéfk and use the samé symbols and concepts as the
genérél méﬁerials distribution'systems established by.the 
National Pfoductiqn Authority. To be sure, most general
distribution sysﬁéms do not fit the peculiar problems of the
petrbleum industry. It 1s for thie reason that the ?Ab_ has
developed aﬁ M—#G, an M-46A and M-46B Order. Whilé these
ordera are calculated to adapt the NPA system to the peﬁroleum
industry, the orders do not and cénnot‘operate‘independenﬁly
of the general principles of the materialé distribution‘pragram.
That 18 especially important toda& in thinking abouﬁ the devel-
¢pments and what will heppen in connection with the release
of steel following the striké opén«at:ﬁi_ono

In effecting our distfiﬁutibn of materials under our
present-order'system they should at least be.boﬁnd bj_ihe
general principles of distributidn and the general regulations
as established by the Defense Production Administration and

the National Production Authority, i
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PAD 18 the petroleum expert not only in matters of
material claims and distribution but also in matters relating
to finanoial aids required to assist in assuring adequate
defenae supplies of peEroleum and 1ts products, Its authority_
for final action in this avea 1s, however, less than in the
case of materials. In the matter of necessity certificates
for accelerated amortization, PAD must establish 1ts special
rules for particular cases within the framewérk of the general
policies of the Defense Production Administration. Wheh loans
are made, DPA standards as to defenae necesslty must be uti-

lized for analysia; while as to financial soundnes8s the

analysis and the lecan itself must be made by the Reconstruc-

tion Finance Corporation,

In matters of price the Petroleum Administration has
no-direct_doncern,rexoept (a) as 1t may be called upon by the
Office of Price Stabilization t§ render expert analysis and
advice, or (b) as it may positively request of OPS price re-
consideration or adjustment because of érice structure as
established which constitutes a direct, immediate and far-

réaching barrier to the supply of petfoieum and 1ts products

" for defense obJectives. Although the Petroleum Administration's

relationship to the price agency may 1n general be considered
casual, it has on three occasions a vital concern to the defense
program -- avgas, navy special and East Coast heating oll «==-

been a somewhat more intimate one, Aif I may use that word.
I
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In each of these instances the intimacy was necessitated by
the conclusive fact that the price structure as existing or
proposed raised an ihsurmountable barrier to the achlevement
of PAD's supply obJectives, ‘Where government contracts have
been required in aiding the development of such direct defense
prqducts,'the'militarw-authorities rather thén'RAD'have nesﬁw'
tiated not only the final agfeement but have established the
basic minimum cﬁnditions.

On the other hand, the appropriateness_of the price both
in such contracts and in the negotiated aviation gasoline arrange-
ments approved by OPS has been a matter determined by PAD
certificétiono Lban, necessity certificate, and material
appiications-for strategic storage, for i‘.eiample, to be built
under contracts entered into independenﬁiy by the Defense |
Departmént‘are processed'bﬁ PAD., Where s8hortages exist in
petroleum products, PAD is responsible for not only making
available maximum suppiies for meeting defénse obligations but
deciding, subJect to final review by the.DefenSe.Prqdugtion ‘
Administrator, among competing requirements. Here PAD must
lean upon other agencles sach ag the military,,ﬁhe Defense
Production Administration, the Defense Transport Administration,
the'National Production Authority, ﬁhe Department of Agﬁiculture,
the Civil Aeronautics Board, the Deparfment of Sﬁaté,:the
Mutual Secufity-ﬂgency and the Office of international-Trade

for information and advice as to the relative demands as well
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as the relative urgency.

A fallure by PAD to meet 1te responsibillities such'asE
%hoae arising as a result of a recent strike would, ﬁhder
;xisting authorities aﬁd responsibil;tiea;‘result only in |
their eager_discharge by some other group.. RAD's-responsi-
bilities are clearly, ihextricahly hinged with other agenciles
engeged in the defense program., PAD's responsibilities are
also broader areas than are the respensibilities of wmany de-
fense agencies, Under Executive Order 10161 PAD has a worid=
wide resppnsibility for tﬁe adequate supply of petroleum and
1ts products.”’ This neeessérily poses a differvent and more
complex probleﬁlfme that posed- to many other agencies; It
18 this broader obligation which has made necessary such
collateral agreements as the foreign voluntary agreements,
plan of action No. 1, the foreign ﬁetroleum committee and the
" foreilgn petroleum méterials committee.

In undertaking its basic responsibility, the Petroleum
‘Administration has assumed a number of subordinate obligations.
Among theselare to regulate by order and direetive no ﬁore than
is aBsolutely necessary, to continue regulation no longer than
is &bsolutely necessary, to disturb competitive relationships
és little as possible, to rely to the maximum extent upon
industry know-how in the accomplishment of objectives, to
eBtEb113h3: a government-ihdustry understanding which wili

maximize the benefits of private initiative whlle assurins%fuller
- 1
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recognitlon of the public interest, to terminate this agency,
the PAD, as qulckly as the baaié trust is satisfactorily
discharged. ) | |

Tn fulfilling these obligations, as in discharging that
basic trust, PAD must operate with the tools of induétry unden-=
standing and inter-sgency cooperation, There are many

factors differing 8t different times which obscure the main

ob jective, Politilcal campaigns, Juris&icﬁional battles,

Congressional  inquirles, investigations, conflicting Views

‘ag to governmeht control and industry freedom are a few, These

are part of the problems of government., But such distracting
influences, important as they may be, do not relieve elther '

PAD or the industry of the basic trust which they have assumed

'in preparing this nation against the possibility of an open

war.

The basic Job which we have undertalkten is not yet finish-
ed; It will require the wholehearted effort and cooperation
of all %o assure its completion. That cooperation must be
both between industry ahd government and among the several
government agencies themselvea. The framework of industry and
1nfer4agency felationships eredﬁed to do the job must notlbe
permitted fo be destroyed until the Job 13 done. Then énd
then only should they disappear.

The distracting 1nf1uencés which would vitiate.our bagic

cbjectives must be subordinated to the Job that remains to be
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done. T know full well that the d industry now as never
before in this defense program will keep their eyes on the_ 
ball, I think 1t is a real question whether we in governmént
dén neet the same challenge and collectively keep our eyes

on the ball. Thenk you. (Applause.)

MR, MAJﬁWSKI: Can I inguire as to whether these reports‘
are a part of the record of the proceedings and will be made
available to the Counocil membershilp?

| MR. WARREN: These that have been prepared will be,.

The next man we have on our program, Mr. J. Edward
Brantly, i8 known to many of you as Ned, and has Joined PAD
in place of Mr. Snodgrass, He took over as Assistant Deputy
Adminiatrator in chérge of Foreign Operations on June 1, Many
of you know Ned. He has been in the exploratory and develop-
ment end of the oil business for many, many. yeara, People:like-
Frank Porter and groups in the drilling business know that-Neé |
did a lot toward the formation of the American Association of
01l Well Drilling Contractors. He was President of the
Association for two years,,the firet two years, and helped put
the thing together. He has contributed to the technology of
drilling: sguch things as the Brantly feed control;

Ned had retired. He 18 an 61l producer and drilling con-
tractor. .He had intended %o rétire on the first of June and
move to Florida, but after very much persuasion we got him to

)
come up to Washington'and take over this chore. Mr, Brantiy
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will talk to you on Forelgn Petroleum Operations with particu-
lar emphasis on the voluntary agreement, Plan of Actioh No. 1.
STATEMENT OF J. EDWARD BRANTLY,‘ASSISTANT DEPUTY
ADMINISTRATOR

MR. BRANTLY: Thénk you, Mr. Warren.

Mr. Chajirman, members of the'Committee, gentlemen: It i
a great pleasure to appear before you gentlemen,'the leaders.
of the industry. I do not feel too much out of place because
I see a few drilling contractors scattered around the hall,

I don't think I shall go into the Loreign oberations today
because of lacﬁ of time, I shall confine my remarks to.the
voluntary agreement_and the Plan of Actioﬁ.Noo 1. You gentle-
men whose companies have foreign opevatiqna are more or less.
familiar with these two instruments. .But thOSe.of you who are
not familiar with the operation abroad will be 1nforméd by 1it¢,
I think,

The Petroleum Administration for Defense, legaily estab=- -
lished in October, 1950, commenced effective operations in
December, under the Defense Production Act as a pért'of the -
defense effort that was Initlated during that year, The
foreign branch was organized in February ﬁo coordinate the in-
formation on facilitiés and materials.fof production, refining,
and transportation_and to assure the most advantageous distri-
butions inaofar:as poaaiblé to. the end that ouﬁ-bwn nafioﬁ and

the friendly nations abroad might have their essential require-

b
“1
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ments of‘peﬁroleum Products. As distinguished from otheq
defense agencies.concefned Principally With domestic prod@ction,
the Executive Order under which'RAD wasreatabliahed place&

ﬁpbn the agency the résponsibility of an overall woridwide
supply of petroleum and 1ts products.

In eariy 1951, practically all usable refineries through-.
out the free world were runniné at about their normal maximum
capaclty., Transportation facilities were likewise belng oper-
ated at practically thelr maximum normal capaoity. Only crﬁde
oil production was in comfortably adequate quantities, Owing
to a greater conaumpt;on than had been anticipated and as the
result of the refinery and transportation situations, the sup-
plyrof broducts throughout the free world ﬁas In very delicate
balance with essential requirements.

It was neceasary to the securlty of our own nation anq
the friendly forelgn nations that adequate stocks of petroleum
be maintained at vital and critical pointé throughout the world.
In order that this might be done produétion, refining capacity
and transportation and distribution facilities had to he w-1ir-
tained and 1ncreased to provide for the steadily inereasirg
demands for essential civilian use and for the ever jncreasing
requirements of the military.

In order that provisions might be made to satinfy these
various reaquirements, it was necessary that thefe he availqble

to PAD, as the Government agency responsible for petroleum
|
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Bupplies, complete information concerning the consumption of
petroleum abroad and the. operations of the foreign petroléum

!
1nduatry. These operations 1ncluded crude oll producing,}

refining, and transportation, a]l needed to meet the require-
ments of the friendly foreign nations.

This information could not be satiafaetovily gathered by
BAD or by any other Government agency through existing channels,
1t could only be obtained in forms suitable for effective
government action from those companies operating throughout the
free.world that were usihg such statistios and estimates every
day and that were organized %to determine them'promptly and
reliably. No agency oould assimilate ahd put into final satis-

factory form the information availlable in the various and sundry

operating companies, many of which were nationals of foreign

- countrlies and operated exclusively in areas other than the

United States. Therefore, it was necessary that'these com=~
panies be encouraged to work with PAD and to participate in a
mechanism under the close guidance of this governmental agency,

in order that satisfactory estimates might be developed having

to do with past, present,'and future supplies and requirements.

These final figures 0ould only be determined within a reasonable

degree of accufacy aftev cbmparisona, discussions, and recalcu-

lations into final estimates,
Discussions of these problems weferfirst_underkaken in
December of 1950 and from time to time during early 1951. ?ut

&
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there.wag po_mechanism‘then in existence under which é
coordinated effort of forelgn operating companies could be
organizZed. During this early part of 1951 the foreign section
of PAD was in a formative stage, basically engaged in per-
fecting an organization, designing machinery for use in the
requisition of information, developing interagency relation-
éhips, and overseelng appropriate aistribution of material.

In April of 1951 the operations of the Anglo-Iranian
o1l properties and refinery were interrupted briefly by a strike.
There was a threatened loss of 660,000'B/b of crude oll pro=
duction rgsulting in a net loss for export of 150,006 B/D of erude
and 460,000 B/D of refinéd products, Théreupon, convérsations
concerningrﬁhe machinery énd procedure fér coordinated action
directed toward supplyiné the friendly foreign nations
ﬁith petroleum products became more Intensive, The shutdown

of the'Angloeranian properties 1n May and June of 1951 fur-

ther intensified these conversations. Immediate action became

essential in obtaining accurate information on current and
future vequireﬁents for and supplies of petroleum products
that could be and must be made aﬁai::ble to the friendly'
foreign nations.

The "Voluntary Agreement Relating to the Supply of
Petroleum to Friendly Foreign Nations" which came into being
on June 25, 1951; was the result of these deliberations thép

had been under way for several months. It provided PAD with an
‘ ;
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effective means of discharging the duties for which it was

owganizad, insofar as'foreign_operations Were concernéd, under
the then abnormal conditions.

This Agreement provided means approved by the proper
authorities of the Government under which those Americén'oil
companies operatiﬁg in foreign service could through their
Joint efforts, as required by the Goverﬁﬁent,,ascertain data
on stocks, Qperations, avallable supplies and consumption
eatimates of petroleum products throughoﬁt the ffee‘world.
This 1nformatiop was esaent151 as the basiswfor-taking such
steps that might be necéssawy to assure that the fequirements
of the friendly fofeign nations and our own nation mighﬁ be

met. Nineteen companies became members of the Foreign Petroleum

- 3upply Committee under this Voluntary Agreement and functioned

through nine subcommittees, all of which, together with the

main Committee, were under the direction and‘closerobservation

of the foreign aection of PAD.

The Voluntary Agreement Relating to the Supply of Petroleum
to Friendly Foreign Nations likewise’ provided for the

organization of plans of qction as meansa for the solution. of

such emergency or critical problems of supply that PAD might

request the Committee to consider., Such an emevgency was
created by the Iranian shutdown,
Tmmediately succeeding the Iranian shutdown 2 serious

imbalance existed between the supply . and ﬁhe‘free world
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requirenents of petroleum products. ‘Iﬁ was necessary, there-

fore, that Immediate actlion be takén_to assure that the friend-
1y foreign nations, andparticulapiy the military, would re-
céive petroleum prdducts of tThe pfopevﬁspecifications when, as
énd ﬁhere required. As provided for under the Voiuntary Agree-
ment, Plan of Action No, 1 was brought 1n£o being on July
26; 1951,.specifica11y to deal with thé.shortage of products
resulting from this Iranian shutdown. The ﬁurpose of this Plan
was'tb permit, under the direction andrcloﬂe'superv;aion of a
gqvgrnmental agency, cpopeﬁation amongst and between foreign
dperating companies that would permit them 80 to organize
their'scheGU1ea of‘pfoduction, refining, tyansportation and_
diatribution that the essential requirements of the. friendly
foreign nations}could and would be provided.

The results of these efforts were highly‘suclc'easful° It
is impossible-in this brief report to detail the aétivitiés;
A number of meetings and schedules, duly recorded in the
minutgs and carried out in close working reiétionahip between
the 19 member companies, the PAD, and other goVernment_ageﬁcies
provided thé‘baaié‘means under:Plan_of Aetioh 30. 1_fof meeté.
ing the supply crisis. The friendlylfofe;gn-nétions both for
eivilian and military use had fheir easeﬁtial requirémehts of
petroleum products when, as; and where ﬁeeded élmoat as_they 
would have had had there been no nét 1088 of 150,000 bérrelé.

of crude 0il pef day ang 460,000_barrels of refined product%

1
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per day with the shutdown of the Tranian 0ll fields and the

Abadan refinevy; Nor should sight be lost of the fact that
the 1ncrease in consumption of producta by the free natiohs
of the world outside the United States at this time waa ap-
proximately 320,000 B/b over the average for the preceding
year. This acoomplishment would not have been possible with-
out the provisions for intercompany action writtén into the
Voluntary Agreement and 1ts Plan of Acticn No. 1, and the
Wwork of the member companies of the Forelgn Petroleum Supply
Gommittee within those provisions.

In May of 1952,‘1t was thought brobable that, Plaﬂ of
Action No. 1 could be terminated or at least Buspended within the
near future. The emergency created by the Iranian shutdown
was fairly well in hand. On July 8 the Plan was actually
terhinated by the Secretary of the Intgrior In hls capacity as
Administvator of PAD.

The world-wide critical conditions that existed when PAD

was organized in late 1950 are sti1ll with us. The defense

efforts of our natlon and certain of thé nations friendly
to us continue, Supply of petroleum products is in delicate
balance With free world requirements, The consumption of
petroleum products both for civilian and military use 1s
1n§veaaing at a greater than anticipated rate throughout the
ﬁorld. The present delicate balance will doubtless continue

for two years or more. Critical emergencies may develop aﬁ

e
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any time,

Ty 6rder'that therpresent day to day operations as well
as_such emergengiea night be met if, when, and as ﬁhey oceur,
in order that our own nation and the friendly foreign nationa
might recelve the petroleﬁm products that Qre esﬁential to
thelr security, when and éa they require-them, itlia neceassary
that thére ba a vehicle through which the requiréd informafion
and data can be gathered, assimilated, and tabulated in useful
form for the guidance of PAD and the agenciea associlated w1th
1t in the_defense program. It is further necessary that there
be & vehicle in existence that will permit the proﬁpt institu-
tion of other plans of action approved. by proper authorities, .
should the need arise.

Tﬁe Voluntary Agreement provides for both of these re-
quirements., The contihuance of information gathering activi-

ties undev 1%, under the direction and observation of PAD 18 an

. emsential part of the defense effort of our nation and of the

friendly foreign nations., Under 1ts provisions, the necesaary
action may be taken thrdugh the coordinéted efforts of the
American~-owned foreién operating companies of the oil_industry
to meet such critical conditions that might arise. The
cooperation of domestic companies of the 0il 1ndusﬁr& and allied
industriee 15 likewise necedsary.

Thank you, |

| i
MR. MAJEWSKI: I would llke to ask Mr, Warren a question,
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In regardlto that report, if I were & member of PAD, I would

see that the Junior Senator from the State of Miaaouri got it
so that he would underatangd what was being done about this
question. I suggest that 1f you folks are not golng to send
it to him I would like to get-myrhands on it becaude I am
going to write him a letter soon. I want €o tell him what I
heard here in Washington from a government agency of what goss
on so that he stops making those scurrilous remarks that he

has made that are unfounded allegations and charges, I never

" heard a better presentation from an old oil well driller on

the subject. I suggest you do that with 1it,

MR, WARREN: We have framed this prosram presentation
to you qanAD problems and activities. The first tﬁo men
have talked to you about subjects and what the PAD's atbibudd
has been toward those particular subjects. We are going to
take up 8pecific prdplems now, I wﬁnt to ask Mr, C, E.
Davis, who 18 the Assistant Deputy Administrator for Domestic
Operations, and'who has aresponaibility of  carrying out many
pf the problems that PAD must take into hand, to aay & few
wovds. Mr, Davis has been w1th the PAD for several months,
He 1s really one of our old-timers. T expect he will be here
next March. I hope we cah have him much longer.

I would like to ask Mr. Davis‘to.outline these problems
and then introduce the next three speakers,

I might say in preparing this program, we went over iti
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very carefully in order to limit the amount of time consumgd
8o that we could get the points over as briefly aé poasiblé
and not take up your time.

CHAIRMAN HALLANAN: Gentlemen, 1t 18 quarter of one.
Before getting into the next discussion, I would suggest that
We now recess for one hour. There i8 a cafeteria avﬁilable.
in the building. If there is no objection, the Council w111
now recess until 1,45,

(Whereupon, at 12.45 p.m., the meeting was recessed, to

reconvene at 1,45 b.m., same day.)
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AFTERNOON SESSION

The meeting reconvened at 1:&5 o’¢lock p,m,, upon tﬁé
expiration of the recess.

CHATRMAN HELLANAN: The Council will please couwe to
order.

MR. WARREN: Just before we adjourned I introduced C. E.
Davis, Asmistant Deputy Administrator in charge of foreign
petroleum operation, and I wﬁnt to turn this part of the
meeting over to Mr, Davis,

{Applause)
REMARKS OF MR. C, E. DAVIS,
ASSISTANT DEPUTY ADMINISTRATOR,
DOMESTIC PETROLEUM OPERATION. .

MR, DAVIS: M. Chairman, Mr. Warren, members of the
Council, PADers, and guests:

I think that is the longest imtroduction I ever had,
it started at 12:45 and ended up at abouf two o'clock.

I am going'to talk briefly about some of the more im-
portant problems confronting PAD and then introduce several
subjects whih we believe will be of considerable interest to
the members of the Council,

The problems of greatest immediate concern in the
domestic branch of PAD arise largely from the petroleum and
steel strikes, We believe you will be interested in a brief
review of these matters,

The steel strike representing a loss of approximateli
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geventy~five days® production is causing a serious impact

on the various programs of PAD, Although there has not yet
been any noticeable curtailment of operations due to the |
lack of maintenance materials, it may be interesting to you
to know that the petroleum and gas industries require over
173 thousand tons of steel products per Quarter just to
keep exiating facilities in operatioﬁ.

In rogard to the drilling of oil wells, a seventy-£five
day loss in steel production before operations are fully
restored wouldresult in reduction of wells drilled by over
nine thousand. This is equivalent to a logs to the crude oil
productive-capacity, worldwide, of approiimataly 370
thousand barrels per day.

In the field of refining, the cill sirikes that occﬁrred
in May and June created some serious supply problems, par-
ticularly with respect to aviation gasoline and No, 2
heating oil, and now the steel strike threatens serious
delays to the completion of fhe large expansion program. . :

Pipeline transportation is likewise facing serious
':delays in the completion of programned facilities and the
already short'storage for petroleum products will be delayed
in constrﬁction at least equivalent to the shutdown period
in the steel strike.

It is estimated that the loss of steel to date will

result in_the loss in production of natural gas liquids
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production of nine hundred thousand barrels in 1952, and @
seven million barrels in 1953,

The effects of the petroleum and steel strikes on the
supply position and construction programs are imposing ad&ed
burdens on the limited staff of PAD which is now faced with
a reduction in personnel caused by a reduction of twenty-two
and one-haif'percent 1n-our_budget for the fiscal year 1953,

It will be our objective to meet the requirements of
the reduced budget without sacrificing efficiencyuor
_ effectiveness in our operqtions, bﬁt it will be necessary for
us to have full dooperation from all segmants of the industry
and continued forebearance with us in our probléms.

The outlook for heating oil supply and-demand-on the
Emt Coast arising partly from the recent strikes and
partly from the disproportiqnate increase in demand for that
product requires fullest cooperation between the industry
and PAD if serious shortaées in certain aroas are-to be
avoided next winter, Serious interruptions in the flow of
hoating 0il from Gulf to East Coast ocourred during the
last heating oil seasoﬁ, ag a result of abnormﬁlly high
transportation rates and a distortion in price ceilings
between those areas.

Priceradjustmanté were made 1ast month well in advance
of the next heating oil seaéon in order to facilitate maximum

production and movement of these products.
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With the substantial removal of this price barrier, it

will be up to industry to make sure that sufficient heat%hg
oils are nade available tora#oid shoftages next winter. |
ﬁepresentatives of PAD held confereances with refiner-
auppl#érs in the Gulf Coast area last week and will hoid
similar conferences with refiﬁer-suppliers in the East Coast
area this week to outline our forecast of the supply and
demand position gnd to discuss the program of each company
with them individually,

I would like to introduce Mr. Charles J. Hedlund,
Directbr of our Program Division, who will present the high
spots of our appraisal of this forward position in No, 2
fuel oil.

REMARKS OF CHARLES J. HEDLUND,
DIRECIOR, I'ROGEAL DIVIGION ON
THE EAST COAST HEATING OIL
PROBRLEM,

MR, HEDLUND: Thank you, Mr, Davis,

ur;_Chairman; members of the National Petroleum Council,
and guestsz‘ I was thinking last eVeninﬁ aﬁbut presenting
this topic to this distiqguiéﬁed group and I wondered how
I could interest anybody in the heating oil pfoblem with the
thermometer standing at minety-eight dégrees.

But this problem is one of those like the proverbial
leaky roof, you have to fix it up when it isn't raining and

vwe have to get busy now and prepare for this heating aeaaﬁn

¥



that is coming up next year.

Eacﬁ year, for the past three years, there has been
concern in the industry about the adeqﬁacy pf heating oil
supply for the coming winter. 1In each of these years,
warmer than normal wéafher along the Eastern Seaboard has
eased the winter supply problem, But we cannot count on a
continuation of.such good fortune.

Studies made by the PAD staff indicate that distillate
production on thé Gﬁlfland East Coasts must be maintained
for the next miné mmﬁths at a level eighteen percent @bove
1§St year's production, to meet the requirements of a.l
normally cold winter. To do tﬁia the industry must maintain
record‘crude runs and record distillate yields,

I have some charts here which Illustrate the supply
side of this picture, but before turning to those I would
like to maké a few comments on the‘demand for heating oil
and other middle distillate products. |

The continued populafity of oil for hoﬁs heﬁting_is,
of cou?ae, one of the feasons whj we have a winter supply
broblam. ; don’ ¢ know how many of us realizZe thﬁt there
are more fﬁan.twice as many home oil burners in use tzzzfzare
just afzer the end of World War IXI, This means not only a
much‘higher levéi of demand, but a shrrply iacreased
seasonality of demand. |

Our estimates of heating oil consumption are baged o@ the
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assumption that 0il burner sales for the year will be about

the same as last year, This would mean an increase of ahout
eight percent in the number of oil burners in use; j é

In addition to the ever increas:ng burner population we
must provice for the increased comsumption of existing
burners that would come with normally cold weathef.' The last
two winters on the East Coast have averaged nearly ten
percent warmer than normal, as measured by dogree days, With
normal weather on the East Coast next winter, heating oil
consumption would increase aboutrten percent without the
installation of any new burners,

Overall, the heating oil requirements for new and
existing burners on the United States East Coast are estimated
to be up about seventeen percent next winter.

Sharp gains in diesel fuel consumption also conpete
for the limited distillate production of_ourrrefineries.
Military diesel reqninements are increasing and contribute
to the tight supply picture. Jet requircments are up as
onr friends from the military have told us this morning, and
these contribute to the tight supply picture.

For all of these reasons which 1 have cited a recoxd
level of distillate consumption is expected in Districtis I
and II1 (Gulf and East Coast) this winter, perhaps aixteén
to sevenneen percent above last year,

‘One of the reasons that the industry has such a big

{
I
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supply job before it thig winter is, as we all know, the
fact that the recent refinery strikes interfered with the f '7
normal off season buildup of distillate stocks. Althoughl
industry operatlons have snapped back to record levels li&ce
the strikes were settled, and we are rebuilding our distillate
étoCk, but we must improve even the current performance. |

1 WOﬁld 1like to'éutline.qur estimates of the supply
situation in the vital Gulf and East Coast areas, with the
help of some charts, and describe the supply situation in
the vital Gulf and East Coast areas.

I wish these were a little larger so that yu could see
them better, but if they had been bigger I don*t know |
whether we would have gotten them throughk the door, or not.

This chart on the left shows the level of distillate
demand in the past two winters and the forthcoming winter
as estimated. It is diﬁided into three sections, the top
sectiop,rthe red part, indicates the proportion of demand:
which is ordinarily suﬁplied by draft out df storage., In
otherIWOrds, that is the stockpile we build up during the
summer ,

The rest of the oil musf be produced currently during
the winter., The yellow is from District 1 and the green
from District IIX. The esfimated demand for the coming
winter, this nuﬁber here is ovér eighteen million barrels;

. §
1,130,000 barrels per day, which is a sixteen to seventeeé

!
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percent increase over the nine seventy-one average for laét
winter, |

Notice that even with a brogram of gummer stockpiliné
we must still produce over.eighty percent of our winter
heating oil requirements currently during the winter period.

The second chert takes this proﬂuction of distillafe
and analyzes it just a little further., It shows for the
three quarters, for the third quarter of 1952, the fourth
quarter, and the first quarter, it shows our estimate of
required distillate production as compared to the produétion
in the late period of last year.

In the third quarter we feel that the industry ought to
" be producing about nine hundred eight thousand barrels per
day of distillate in order to meet these requirements.
Actually for the past four weeks the industry has been
averaging about eipght hundred forty thousand barrels,

This is a good performance this early in the third
quarfer, but we must do better than that. Overall for the
next nine momths here it will be necessary, we feel, to
increase distillate production by eighteen percent to take
carelof.the réquirements of 8 normal winter.

This other chart shows'the required refinery runs as
compared with refining capacity. The top line, the blue line,
indicates the ca.pacity while the red line indicateé the

past run and the estimated run for the next nine momtha.
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IWith the exception of this period here when we had
these strikes I referred to a minute ago, you will notice
we have been running very close to capacity ever since
Kﬁrea here in the middle of 1950,

It looks to us as though that type of operation will be
required this winter again; These figures which some of you
probably can't see show the relation of winter rums, average
runs over the winter, to refinery caepacity fiéures\and they
show that the maximumrthe industry has ever attailned is a
figure of about nipety-six perceat of the.so-called capacity
vhich was back in 1950 and in this beriod here we averaged
ninety-six percent of capacity,

Previously we had ninety-five percent, and have been
down as'ldw as eighty-eight percent'during this period.
ﬁe.feel with this picture, this history, that about the best
we can figure on is ﬁinety-six percent of the nominal
capacity of our refineries during fha winter and we have
based our program on this figure., It would mean crude runs
from Districts I and 1IT of three bundred eighty-~six
thousand barrels per day during the coming winter, whilch
would be about three hundred thousand barrels.per day more
than we ran last winter to reach and maintain thia level of
crude runs this winter, whiéh will certainly require all-
out operation and possibly a little good luck besides.

There is no room in thig picture for supply interrup%

R ]
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tion. In addition to h;gh level}ofqéfﬁdé runs ve wmast
maintain record distillate yieids;_ our estimates have been
-based upon maintaining an average yie1d'6f tﬁenty-five_ .
percent of distillate in Districts' I and III over the winter
months, and this is ome bercentage point higher than the

best we have ever done before.

During the first quarter of last year we avernéed_
twenty-£four percent.

If supply and demand should follow the c¢ourse which we
have outlined here distillate stocks would follow gemerally
Fhe pattern of the past two years. We would, as an industry,
build up distillafe stocks by the end of the third quarter
to & sixty million barrels in Distriets I and I1I, which
would be just slightly higher than last year, but in spite
of the record production by the end of the winter those
stocks would be drafted to a point lower than last year.

This is not a really ample stock‘bicture; We would
roega rd it as a minimum stock picture for the reason that
there is some question about being able to supply some
seventeen percent higher demand out of the sane level of
stock, Our discussion has centered around refining opera~
tioms. The reason for this is that we think refining 18
probably the key to the puzzle thie year, Ii{ appears likely
that crude oil will be available to cover the level of

refining operations forecast in our studies, at least avail-

i
H|
]
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able at the wvells,

The transportation outlook is not quite as clear, Iﬁ
will probably be necessary to complete at least one of the
crude lines oﬁt of West Texas in order to assure adequate
supply of crude oil to meet the refining picture.

Tankers will be a problem in the winter months, as.they
haw been in rocent years, but it may be that tankers will not
be quite as tight as f;st,year.

This is the East Coast heating oil problem, gentlemen,
It is a picture wherein wo feel that a production increase
of eighteen percent will onlymintain a bare minimum stock,
Usually our industry has some flexibility, but it seems
likely that this winter we may have no upward f;exibility
on runs, none on yields, and none on stock, |

Ye ére not erying out in alarm about an oil shortage
this wintef, but we do feel it is up to each refimer in this
critical East Coast and Gulf{ Coast arez to exert all possible
effort to maximize distillate produétion and up to every
Jjobber and marketer to buy carly and £ill up his storage,

Onlylprompt and decisive action by the industry in these
two directions will assure the coverage of the peak heating
ol requirementé of the coming winter on the East Coast.

MR, MAJEWSKI: You talk about Districts I and III, I
think the area of shortage that is most likely to ocecur is

District No. II, particularly from the district angle and |
’ {
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there we have an oversupply of one product and no place for

it to go. ;
| it seems like there ougﬁt.to be éome thinking done n?w

on how tb_get rid of fhoée heavy residuals out of Distric% II
g#o that we can maintain our crude runs and produce the
necessary heating oil distillates that we will need 1n
District No, II., I am afraid that you will find them
hollering longer and louder than the Congressmen in New
Fngland this winter becausé you are hitting it right on the
head today. People are cutting back crude runs in Distfict
If because they have no place to go with heavy fuel oil and
I am amazed to hear that the government is lboking for
spec;ai Navy fuel, I mean temporarily. They weren't because
of the steel mills being down, but they are now 1odking for
heavy fuel oil, |

Gosh, we have it and I am wondering if you all know |
we have it.

MR, DAVIS: 1 am sure the answer to that is yes. It
is fery difficult in presenting infbrmation to a group as
broadly represeﬁtative of ali aectioné of the petroleum
industry as this Council to not deal with specific probléms
of direct and specific effect to only a relatively few
members of the Council, |

To answor your questions specifically we have not con-

sidered District No. II as being unlikely to have prdble@s



i

I/"\

.13

92

this winter except in so far as we can determine at this

ik
he

We haie been deal#ng with the Easf Coasf proﬁlem on t

question of barriers of one kind and mnother for nearly i

year. It was presented to you gentlemen with the idea of

,teiling you where we stand with respect to it now,

District II has, in so far as we can determine,';
potential pfobiém, but at this stage it does not appear to
be a real problem. The residual that you mention has been
a perennial thing since MD ﬁas organized, almost., It was
accontuated in the last two months considerably by the
steel strike and with the ‘steel mills back in operation it
bhould show some improvement over the next few mbnths and
may answer part of the problem that is conceraning you, Mr,
Majewski.

Likewise the California situation is certiinly critical
as you heard this morning on military supplies; aEs well as
division supplies. They look for shortages on all products
in California. I'

MR, MAJEWSKI: I think you have done a grand job in

Districts I and I, don’t get me wrong, but the thing that

‘molves the‘problem in Districts I and III was when you

cracked the bottleneck at OPS. That is what solved it
there, the economics, 3
I am pointing my finger at that District II over supJLy

|
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of he#vy fuel oil which is economics « I volunteer‘this
guess, that unless that is solved to relieve shortages else-
where in the United States with heavy fuel oil or potential
shortages that we are going to be short of heating oil in
District No., 1II to keep people comfortable and warm and m
chance of importation’in the Middle West, you know, because
we haVe.to dep?nd on our own sources,

I am not finding any fault with what you have dong 80
well in Distriets I and III, but you cracked'an economic
barricade st OPS‘and that is what is confronting you here.

MR, DAVIS: We are aware that thgse problens exist, but
thus far we have no solution to the ome that you refer to
specifically and there does not appear to be an immediate
likelihood of anything being done in regard to that oné.

MR, MAJEWSKI; Of course I am in a heck of a position,
I am only a jobber, I am arguing the case for the refiner
in District No. Ii.

It would seem to me that some of the refiners ought to
speak up.

MR. SPENCER: Mr, Davis, if I nay,‘I aﬁ not entirely
satisfied with Districts I and III on this question of
residuals. Your objective is inCraaaéd runs of three hundred
thousand Sairels a day, I take it, in Districts I and III;‘

If we are lucky you might contain the extra residual

produvction down to fifty ér sixty thousand barrels a day.;

i
i
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What ié the thinking about PAD about finding a market
for f;fty‘to'sixﬁy thousand barrels a day of extra residu%l
i& Districts I and TII? : ' %
HR; DA@IS# I don‘f know whether this will answer yoér

question, Mr, Spencer, but there are two things that

.happeﬂed, one, of course, being that the steel strike has

backed up supplies in Districts f ﬁnd II1 substantially.

In addition to that, of the three hundred thousand bar-
rels that you refer to that is over and above the level of
a year ago and not over and above what we are now doing, so
that most of it has already been faken into the production
picture as an increased through-put, about two-thirds of it.

' The remainder is about one hundred thousand barrels

that is to be added to the present levei.of'through-pﬁt to
meet these requiremenis. That doesn't pose a particularly
serious problem on residual, so far as we have been ahle to
determine provided relief is gained from the steel operation
which tnkes away the surplus that we had,

All last year we had a shortage, as you know. It is
onlf-in the last two months that this surplus began to be
troublesome in the Coastal areas,

MR. RUSSELL BROWN: Mr..Davis, from what I have gained

from talking to the refimers and bperators, 8 good lot of

these bottlenecks are coming from the economic conditions in

the various areas, 1 talked to the govermment agency and%

i
|
i
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-they gsay they haven't heard from you people about that,

Did it occur to you to talk to them about that?

HR. DAVIS: We haVe not made a recommendation concerqing
price controll except in those areas where it seemed to !
present a prevention of the movement of necessary suppliaa
to consunption.

Now, if yoﬁ have a bottleneck that prevents movement o £
supplies, that alone hasn't been sufficient for PAD to make
recommend?tion on it, but if it interferes-with the avail-
ability of supplies at the point of cdnsumpt;on and the
distribution of it, thon we would not hesitate tb recommend
that that was a factor which was preventing the movement of
supplies. _

MR, RUSSELL BROWN: But that is patchwork. You put your
finger hore and it breaks out in snother place, I was
wondering if we couldn't find ourselves im accord sufficiently
to go over and sit down with OPS and say that this whole
thing is unnecessary, it is an ecomomic monstrosity and it
"iﬁlaffecting the natural movement of our products.

| MR, DAVIS: I am afraid it 19 not affecting the respon-
Vsihilxty of PAD in the petroleum supply picture. It is true
that you.:can-argue it for a pnrticular product or a particular
logcetion, but we don't regard it as a reaponsibility of PAD
except in so far as ﬁrice represents a detriment té én,

‘essentialﬂsupplyffor'civilian and military use,
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There are other agencies to deal with that,
Mi. RUSSELL BROWN: You have dealt with this one, hut
it is popping out in anotﬂer place and when you cure tha; it
will pop out in anofher.
MR. TOLLETT: WMr, bdvis, ﬁow far along have we progressed
iﬁ our diﬁergence of the maximum demand to supply in oil?
Do you suppose the present demand caﬁ be increased by fifty
percent? |

MR, DAVIS: We have moved up about twice the rate on
-~ heating oils that we have on other products. |

MR, TOLLETT: It seens to be a great part of the function
yf PAD to help the sellers of the burners. At some time
ﬁe‘nught to define the limit of the domestic industry to
supply all of these burners. If not, we are‘going to be
short every Yyear,

MR. HEDLUND: Thefe is still a big market for oil
burners. However, in_long-range studies I have made, and I
have seen; it looks as though the demand may level out.

One reason is the increasing competition of natural éas
in the‘home heating market, Another one of the drawing
factors in the distillate field is dieéel fuel, particularly
railroad fuel, It has been growing twenty or twenty-five
percent a year, |

As a matter of fact, in three years the railroads will

be completely . dieselized. . ‘
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If at the completion of this defense program there is a

posaible decline in business activity, that would have an
effect;l

Asﬂa result of those three factors I feel that the véry
.high rate of gain necéssary in the distillate products will
level off in anotheyr two or three years.

MR, TOLLETT: You think the industry can supply the
household heating grades, the conceivable deﬁand, if everyone
gets an oil burner?

MR, ﬁEDLUND: Yes, sir.. I think they always have and
I think'theinill.

MR, TOLLETT; At present price levels?

HR,,HEDLUND:.NO, I don’t say af p;esent price 19Vels.

MR. DAVIS: 1t°s the first time I ever heard am oil man
propdsing iimits on consumption. ,

MR, MAJEWSKlz I think you'misunderstand him. He was
.suggesting that if you are going to continue to control the
price of petroléum products, maybe you ought to control the
énd use of oil instead of the price, That is what I under-
stood him to say, Here is what would happemn if you said you
couldn®t have any moreloilburners. Someone.would have to
get ﬁore for gasoline and then we would ﬁave a lot of
troﬁb1e¢

No, I think this is a balanced program, but, frankly,

Mr. Davis, if you would go to OPS nmow and remove all price
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controls we wili take gare'of ourselves on our No. II, wé
~don’t ask you to peddle it. Here's the vagéry of the sitda-
tion:

01l is selling for eighty-five cents a barrell in
group 2, and no takers, and the price of crude oil is $2.65
for the high gravity in District II.

Now, 1 am suggesting to you that there are places where
they don't'have fuel oil, I understand in Ohio that they
are drawing on this last storage, I want you to hear the
gosgip. It isn’t quite true, but what.you do is if you take
two cent oil you can move it into Pennsylvania at the prices
which you are selling now,

All we pre asking you to do is to help us bring back
this industry into the same economic position of freedom
that we enjoyed and we won‘t ask you to maintain prices
" for us, We will take care of the public and give the gas
companies hell,

MR. VANDEVEER: Due to ny extreme modesty, I hesitated
-to get up here, but when Barney sald it wasn’t quite true,
that is when I make a point of ofder.

I think it would be interestiﬁg for PA¥ if we knew, or
if PAW knew, how much storage of residual fuel is still
open as residual storage fuel in District II, 1 know that
some of the yrefiners, and I am nﬁt a refiner any more an&

haven't anything to do with it, I know that some of the |
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refiners in District II, every available storage tank is

full, residual’ storage, that is, earmarked for residual
storage.

Now sure, the steel mills h;ve started to operate, but
. there will be sufficient production there in Distriet 1II to
supply that demand of the steel industry and still we are
going into the winter with all oi our residual storage
full which normélly has gone dbwn and we used it for No, 2
or what~-not,

I think District 1I's storage situation is a bottleneck
to the entire problem in District II. One refinery for
instance had so many days of storage, as a matter of fact,
geventy-five days of open storage for residual fuel,

Today they have twelve days, or last week it was twelve
days, of open storage, Now they have s balance of about
twelve days assuming they move it out as fast as they move
it in, That storage shouldn't.be tied up for residual fuel,

MR; MAJEWSKI: How about OPS? |

MR, DAVIS: I thought I made it clesr in regard to the
generaquuestion of price control for which we do not and
are not responsipig-to exercise authority, We have in cases
where Supplies'a;;urunning short made recommendations in
that field, but only in those cases,

MR, MAJEWSKI: I hope that by the next time we need

the administration of the PAD will ask the Agenda Committee

|
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to study the subject of removal of price controls from
pétroleum product. I mean, I will give you ninety days in
which to do a lot of thinking, but unless you do it, franﬁly,
ve are going to have problems and as Russell.so aptly puté
it, you can't cure a pimple here without a bump on what you
are sitting on, and that is painful when you are sitting on
a bump,

This is not being critical; you are our f:iendﬁ, on our
team., What I am trying to say is that you have-to dispel
a fallacy that price controls are helpful dnégiﬁnger,in f
the oil industry. Théy are pééée. Yqu dontt ﬁaﬁe anytﬁing
to fear, my friends in PDA, from inflation, due to runaway
oil prices.

The problem is going to be to put soms-ceilinés on
the thing =- I mean floors under the thing -- and I am told
that is a little illegal. I don‘t.know, I don't know much
about law. You can‘t do this, but you can do this, .So, I
urge yoﬁ through'tha proper people in your very efficient PDA
to pﬁt this on tﬁe agen&a. -I am éure we could come up with
some good answerg-for jou.

MR. DAVIS: Very gbod. 7

MR. BLAUSTEIN: As a matter of fact, thus far the decom-
tfols have been only on products where the prices have |
been below the prices set; isn’t that true?

MR, MAJEWSKI: h other words, while I am in sympathyi_
' | |
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with removing price controls, I understand that they are
hot removing controls except where the_pricelis below the:
cdntrol price. That is the basis on which they ére decon;
iroilihg some pfoducf prices,

MR DAVIs- One point I would like to make, Barnev,l
have you taken your problem to OPS? Remember, we are dele- -
gated certain powers and they are delegated certain powers.
Anything vwe make is in the way of a recommendation to them,

You yourself can go to OPS and probably get just as much
recognition as PAD can regarding these problems, What I am
driving at, I think you are taking this problem to the wrong
agency; it is a place that we haven"t'gny authority and we’

have only gone in as you brought out,'gﬁr. Blaustein, when
there was dislocation that was so prondunced and.inequitable
that it caused shortages,

MR, MAJEWSKI: I brought it up here because 1 was over
there and they said to mé fhat unless there is a certification
from the agency charged with the supply, and that is PAD, as
| understand it, or interVention, on their part they wouldn®t
even consider it,

We are just like foreigners over there unless you do |
something about it. That is frankly what  I mean, They will
give a better reception to Joe Stalin than they'will to an
American ia the goéd old American way. There is no reflecfion

on those people intended,
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{(Laughter) |

HR.,MAngsxlz They just wang to keep their jobs. (%gr
here you want to get rid of your joba, the work you are d&ing
for the governﬁent and the péople, and they want to keep %
their jobs.

With a situation like that we are in a hell of a mess.

MR, RUSSELLlBROWN: I have been over there and almost
evaerytime I go there they say, "We have no complaint from
the supply people,"

I think there im, if you take a look at yow responsi-
bility, I thiﬁk you have a supply that might be seriously
affected by the very thing you are talking about, I hobe
you will reconsider it.

MR. BRUCE BROW3: Is‘there any change in refining
technique that might be helpful to thé digtrict people?

MR, MAJEWSKXI: We didn®t ask that.

MR, DAviS: There are some wall knowr techniques, Mr,
Brown, that haven‘t,been explored as fully as they might be,

MR. BRUCE BROWN: For example? |

MR. DAVIS: Decoking,

MR, BRUCE BROWN: Would that provide more heating oil,
Mr. Davis?

HR; DAViIS: Yes,

MR. BRUdE BROWN: Do you #uthorize cokers when peoplé

come in and want to build them? @
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MR, DAVIS: Oh, yes. We have not rejected them,

MR, SPENCER: How long does it take to build a coker?

MR, DAVIS: Kot bofore the winter of 1954,

MR, ﬁAJﬂwsxls A temporary stimulus,

MR. DAVIS: The shortage of aviation gasoline is always
with us, in—order that you may undérstand the outlook, I
will give you oﬁr best estimate for the requirements of
aviation fuels for reciprocatiﬁg engines over the next few
years,

Cé}onel W. J. Worcester, Avigtion Officer, on loan to
PAD from the Military Service; the U. S, Air Force assigned
to PAD, will present our apprailsal and forecast of the
long-range aviation gasoline picture'to jon. ‘

CHEIAMRN HELLANAN: Colomel Worcester.

AVIATION GASOLINE SUPPLY BY COLONEL
W, J. WORCESTZR . AVIATION OFFICER,
PETROLEUM ADMINISTRATION FOR DEFENSE.

cOLONEL WORCESTER: I have been assignéd to PAD for
almost seven months and nearly everyday someoné accuges me
of having a military ﬁind. The reason I suppose is rather
obvious. |

- On thé other hand, when they go to the Pentagon and
talk'fo:Coldhei Johnson, they are normally accused of having
a civilian mind,

So between a military mind and a civilian mind, I am

confused, When I say there is a shortage of aviation gaso-

ks
i
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line let me tell you that that is said with a minimum of con-
fusion, |

This sﬁﬁject of aviation gasoline has been diacdssed
for years, and there just never has been enough of it in the
past excepf for a few yoars after the last war. The present
and future appear to be the same as the past - there is not
enough now, and it is questionable at this tiﬁe whether there
will be enough in the future,

I believe it was in the days of PAW when the avgas sit-
uation was déscribed by sayiﬁg that: .“You nevérkhaVe enough
avgas, but when you do you have too.mnch.“

Now all of you know what gasoline is, and I“m certain
that moét,-if not all of you,)know whaf‘aviation gasoline is,
However, just to be certain that we all are t#lking about
the same thing, 1'11 briefly describe avges,

Aﬁiation gasaline; unlike motor gasoline, is not really
,gaaoline.in‘the ﬁéua1 sense of the word; but is é mixture
largely composed_of a synthetic material, First, thore is
alkylate used to give volume and meet the ome hundred octane
number . |

Now alkylate is vital to all high‘octane avgas == just
‘1ike alcohol to whisky. I am sure a couple of you kunow
about whiskey. Actually, alkylate ia‘a synthetic iso-octane
which has.a high octane number blending value; second,
thefe are sevéral special blending agents such as iso-penﬁ?ne,

g



26

105
and toluene and other aromatics, used to meet the vapor
pressure and 130 octane number requirements; third, there 1is
base stock which 1§ essentially a very high gradé mbtor t
galoline used to give volume. | | o

Wa put all these 1ngredients together, then add some
miscellaneous things 1ike 2 storage stsbilizer, dye, and TEL,
and we have ﬁvgaé. Actually; we have what might be called
three types of avgas: |

1. Third grade gasoline, or those having a
rating of less than one hundred octene,

2. Househfhnd or regular gaéoline, that known
as grade 100/130, and

3. Premium gasoline, that known as graée 115/145.

Of course, the higher the grade the more alkylate is
required to make it —- for example, grade 115-145 requires
almost fifty pefcent more alkylate than 100/130,

Currently there is a very serious shortage of aviation
gasoline and particularly of military grade 115/145 avgas.
Our estimates show a shortage in military deliveriles this month
. and next which approximateé thirty-eight thousand B/D of

grade 115/145, and fifteen thousand B/D of grade 100/130,
| . Now, gentlemen, this shortage i; serious and is not one
which will disappéar oﬁer the next few months, Our estimates
show an average shortage over the current six montha, July

through December, approaching twenty thousand B/D assuming
L |

I
|

¥
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continuation of the.present productive effort,

This month and next ménfhnit appears that our estimate
of production is too high. |

To go further im the future, any quantity of military
roquirenents under contract which are not delivered during
the current fiscal period must be delivered in a future
fiscal period, |

®cond, recent information from the Alr Transport
Associa#ion and the CAA‘iﬁdicaté thét commercial requirements
will rise, over the next year 6r 8o, much faster than
previously anticipated.

| As a result, avgas, and particularly grade 115/14535,
will be short, on the average, over the entire next twelve
' months as we currently see the situation.

Now to go a little furpher into the future, we have
‘thiﬁ‘éhart over here. I might say‘to stort with that these
estimates are for peacetime, not wartime, for a continuation
0of current international and national situation.

‘ﬁRQ‘WILSON: You say they are a continuation of the
curreﬁf'interﬁational situation? |

COLONEL WORCESTER: That is right, peacetime, whatever
: ﬁou want:to call it. There are total requirements, civilian,
military, domestic; and expori, and it is a total for all
grades of gasoline,

Our chart goes up to'1960. We quit there because our
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erystal ball got so cloudy that we couldr’t see much aftet

that;

Here is 1952, Requirement amounts to twﬁ'hundred twénty
thousand barrels a day, and that is an average foxr the yeﬁr.‘
It might be interesting to know that theincrease to
1950 was one hundred twenty-seven thousand becase in 1952

if was one h&ndred eighty-two thousand, This is for
chlendar.yea?s,

We expect this requirément fo rise continuously ub to
sometime around 1959 or 1960, As I say, our crjstal ball
#ets cloudy around here, but there it shews around two hundreod
thirty-six thousand barrels.

I would like to point out that in 1952 only about‘thirty
percent, or roughlﬁ seventy thousand barrels a day of that
two hundred twenty;two thouéand barrels z day is grade 1157145
but when we get out to 1859 almost fifty percent of that |
almost two hundred forty thousand or ome hundred twenty
thousand barrels a day is grade 115/145,

Sow expect total requirements on U. 8. production to
rise to 1959,

To break this down a little bit, we think military
requinéments for high octane gasses will rise until sonmetime
in 1957 yhen the jet fuel requirements wili begin to cause
a decrease in the military avgas demand, We look for conm-
mercial demand to rise until sometime in 1859 and puttingathem
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both together we expect the peak‘ﬂé@ahﬂtto occur in 1959,

In other words, we expect a numhér~o f§éars to pass beforé fhe
. rise in avgas demhnd ceascs and.thatﬁis iﬁ gpite of all tﬁe
‘talk about jet aircraft, about atdﬁic energy, or rockets or
aboui anything else you can think of.,

In short, we have a large demaﬁd, not entirely filled
today; and tomorrow we expect arlarger,damand.

| Now,-that is the peacetime picture, The wartime picture
is not much different and can be summed up in one vord,
briefly, "'shortage". War réquirementé, of course, have &
very high secutity ciassificatiﬁn.and we can’t go into them
in detail. However, a few things can be said.

First, it will be several years'hefore the demand.for
jet fuel whicﬁ of itself would be up in six figures on a
barrels-per<day basis, will cause a decrease in aviation
gasoline wartime requirements,

Second, the proportion of grade 115/145 to grade_100[130
continues to incréaée, and third, the amount of alkylate
capacitj needed will be much greater than thaf used in
the last war,

Now, gentlemen, you have the requirements picfure, lét us
lﬁok at the future production potential. Today, as noted
earlier, there 1sra shortage of avgas. There is, moreover,
'8 shortage pf economic alkylate capacity —- defined here as

that capacity resulting in normal priced avgas.



o

- 30

109
While we have “on paper" gufficient total capacity to

moet present and future peacetime requirements, we have been
unable to find customers who will buy avgas regardless of
cost, and we are now having difficulty ferreting out
additional high cost production.' As a result of the cost
angle, wo have almost thirty thousand B/D of alkylate |
capacity which igs idle partly because'the cost of the alkylate
or the finiehed aﬁgas is so high, and perhaps to an equal
extent due to a loss in effective capacity when manufacturing
incgeasing‘qunntities of high qualify alkylate for grade
115/145.

A dditionally; we have production from tbirty—fiva
thousand BD of alkylate Capaéity reéulting in above norm@l
cost aviation gasoline,

Thus we can say that a very great proportion of existing
alkylate'capﬁcity is usually uneconomical. This fact,
coupled with that of a demand rising continuonsly for several

years in the future, would indicate that there is'considerable

“room for expansion where such expansion will resule in normal

cost avgas. | | .
Expansion is taking placé. PAD has an immediate target
which will expand alkylate capacity by almost £ifty percent
over the ne#t twvo years, Eﬁen if the target is‘cﬁﬁpletely
fulfilled, such expansion will not be emough to meet peak
wartime :ééuirements and some peacetime reqﬁirements will

ﬂéﬁ#@}”ﬁ@ﬂﬂ&ﬁf&iﬁﬁmﬁﬁﬁﬁwﬁhfﬁ%ﬂ&m&wﬁﬁﬁﬂﬁ&%ﬁmﬁﬁﬁﬁﬂﬁﬁ&h&gﬁﬁﬁﬁ%ﬁﬁgﬁgﬁ\u‘1
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still be produced at higher than morﬁal narket prices.

' You gentlemen are the petroleum industry. We need
addifional alkylate capacity for the future. We need addi-
tionni avgas production today, and we need this additional
avgas production even if it pinches jou in your commercilal
6perations; The solution to our avgas problems,is in your
capable hands, |

MR. DAVIS: Thank fou, Colonel Worcester,

Folldwing Colonel Brown®’s remarks this moraning, Dr.
Wilson asked‘a'qnéstion abouf marginal aviation gasoline
production and no one commented on it at thét time. It has
beon referred‘to by Colonel Worcester in his remarks and
I wonder if there is any further question? |

.MB. WILSON: MNr. Chairman, Colorel Worcester said the
problém ig in our hands. As long as there is thirty-five
thousand barrels of capacity thaf is not being used, it ig
pretty hasl to get people to put new money into néw facili;
ties which they are then going to be told is uneconomic.
There is a lot of capacity that could be used if this
shortage is as bad as he says, I am suvre the industry is
going to cooperate in that. I know there are-plants'that'
have alkylate capacity and didn't.get into operation simply
because théir freight rates were so high.

1f the military wants the industry to step up alkylate

capacity, they had better make more effective use than thfy
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have and it isn’t that anybody wants any abnormal profit on

this; it is simply that you have to get the base rate and

then you have to get the freight rate to where the military

.wants it,

MR, DAVIS: I am glad you expanded on that, Dr, Wilson,

because I think it is important that when we talk about

marginal production we define a little more clearly what it

mﬂans.ﬁ‘

//;;é miiitary has been buying mafginai aviation gesoline
sincejthe start of Koréé'and that means it is the éost of
Avgas produced by uneco'nomic methods ' V/?,;e questioﬁ now 1is
whether or not there is justification pricewise and economic-
wise for the military to buy gasoline based on retreating
of catalytic base stocks, the shipping of butanes from the
eastern part of the country to CHlifofnia at terrificireight

rates, all of which is the cdﬁse of very, very high cost

av’gaz. 5 '}l‘- mw

It is in that area of merginal cost production that we

iperhaps ‘sheuld be thinking and look rather thnn nt marginal

_ production which has been bought on the basxs of excess cost

for eighteen months or two years fr?f:ffﬂ}’

uring the last world war cost was of no concern in

the production of total aviation gasoline. Plants were

operated at a fraction of their capacity, catalytic cracking

units, in order to make base stocks for aviation gasoline{
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/nwbnder our present system it just isn't practical to
do that and consequently neither the mllitary nor PAD has |
\
felt that ve were in a gsituation where we could.justify thos'

complete dxsruptions in operations and increases in cost of

production that would be necessary to obtain that very high cost

marginal production.

MR. WILSON: But it must be recognized that with the new
alkylste plants it would be uneconomic because where you hsave
a good location they have already been built. Today if you

build an alkylate plant it will cost you fifty percent more

" and you will have to build it either where the size oxr the

‘raw material is not as good as that which we have already.

That is the reason the industry hasn’t shown interest in
coming in, besause they know it will be marginal.

MR, DAVIS: I'think Colonel Worcester was endeavoring to
show that new capacity as such would produce cheaper avgas
than the marginal avgas-that ve are talking about. s0 that on
tho long range it would offer more advantage with possibili-
ties of'operatiou'than the marginal operstion would., I
think that is all he meant by the term increased capacity.

I1f you increased basic capacity, it would increase
avgas, |
. HR WILSON: No, it won't, because, in the first place,
you have plants that are 1argely depreciated that cost only

two-thirds of what new plants would. The mere fact that y?u'
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build a new plant you will have to build it in general in a

p;ace where the size of the plant which you build is small
because most of the large refineries alm ady have ‘the location.

You will have a higher cost, you will have an undepref-‘
cisted plant, you will have a plant that will perhaps be out
of business before 1fs useful life is exhausted. 1 think
you have few piaces where you can build an alkylation plant
withbut the cost being very high, at least that is our finding.

MR. DAVIS: It will vary, of course, With each location,
but basically, you can still spend today"s capital and pro-
‘duce alkylate at a cost that is within a small range of what
we call normal cost avgas, not this astronomical high cost
avgas.

Any other questions or discussion?

CHAIRMAN HELLANAN: Anylother question from Mr. Davis?

MR. DAVIS: The next section really deals with the same
subject, We have had for some time a contract mechanism
developed in government'ﬁnder the adminigtration of ASPPA
for the contracting of alkylation construction, the building
of new alkylation facilities.

In addition to providing certificates of accelerated
tax amortization to cover niﬁéty percent of capital invest-
ments, we have had available for.some time for use by
industry for the construction of new facilities and the re-

habilitation of old facilities, a contractual procedure ‘.~ -
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whereby alkylation facilifies can be constructed under con-
tract with government,

Since there has been some misunderstan&ing on the pafﬁ
of industry recpresentatives concerning the terms and appliéa-
tion of such contraqts, I wiil ask Howard S. Spering, Special
Assigtant to the Director of the Refining Division, PAD, to
explain briefly the principal elements of such contracts.

ALKYLATION FACILITIES CONTRACTS BY
HOWARD S, SPERING, SPECIAL ASSISTANT
TO THE DIRECTOR, REFINING DIVISION.

MR. SPERING: Members of the Council, early in 1851
PAD's efforis to interest coppanies in bhuilding or rehabili..
tating alkylation plants ran into industry protests that
they éouid not justify iavesting thgir money in alkylation
plants becase of the lack of any assurance of being able to
recover the investment, Loang tern supply contracts of three
to five years Wefe ﬁt possible under the one-year appropria-
tions practices of Congress for purchases of consuméble'
supplies, and represéntatives of the Defense Department were
convinced that they could not induce Congress to alter tﬁis
practice for purchases of avgas or alkylate. Appropriatiﬁns
for industrial plant construction, on the other hand, could
be obtained for expenditure over a number of years.

So that was obviously the route we had to go. We
thought about the idea of a defense plant, but no one in the

Defense Department or in PAD was in favor of government
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building or owning alkylation plants at this time,

‘Nevextheless, if we do not get the capacity that we @ust
have, it appesrs that that will probably be the only othpé
alternative, - ]
‘It Was: clear that the new alkylation plants muslt be
built at refinery eites where the gaseous feed stocks will
be available, |

Through discusaiohs with a number of refining companies,
- rapresontatives of the Deienge Department, and PAD-
eh&GQVOréd-to dgtermine what sort of contract would meet the
requireﬁenta for private investment in the construction of .
pfivately owned alkylation plants, The result of these dis-
cussions, and considerable midnight oil and conferences, is
the Alkylstion Facilities Contract. | |

The basié pPlan of the Facilities Contract was presented
tp Congress by the Defense Department and PAD with a
request for funds to be committed under such contracts.
Congress granted to the Defense Department the eighty-five
million dollars requested for this purpﬁee, and this amount
~ has been set aside to cover the total liabilities of govern-
mept under such contracts,

The details of the contract were developed by tﬁe
Defense Department and PAD and approved by the Honbrable,
Charles E, Wilsomn, as Director of the Office of Defensé

Mobilimtion. These refining companies have already executed
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facilities contracts with the Armed Services Peiroleum
Purchasing Agency, one just last week, Other companiés are
negotiating facilities contracta, and éome are well
,advanced..

The facilities contract is, in effect, an insurance
contract to protect the réfiner against failure to recover
his investment either becasuse of non-use during part of
the five-year term of the contract or because of lack of
usefulness therecafter. The plant is at all times the
exclusive property of the refiner. No avgas or alkylate is
purchased under the facilities contract,

| A separate supply contrgct, charged against a separate
annualappropriation for purchases of required supplies,
cofers such purchases, All that government receives under
the facilities contract is the right to purchase the product
at a negotiated price during each or any half calendar year,
and the assurance that the plant will be kept in standby
condition ready for operation whenever 1t is not being
operated,

Broadly, the factlities contract proyides;that the:

Conmpany shall bulld an alkylation Plant at its
expense and the nev investment cost is determined

by audit.

Government has option to purchase product ﬁuring

each or any half calendar year, ASPPA has adopted fi?m_
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policy that it will buy product for at least one
full year after completion, |

Company can operate plant for its own account
during any period government does not purchase pro-
duct, and no accounting to governmeat for such.
6$e;$tidn is required,

1f neither government nor the company desires

to operate the plant during'any period =~ by the way,

that is apt to be misleading, The government never operates

the plant, the_company does; and it mells the product on a

negotiated price basis, It is not any cost plus operation

‘such ps we knew in the last war,

If neither government nor the company desires to

operate the plant during any period, the company musf

place plant in standby condition and maintain it,
with reimbursement from government for all such
expenses. In addition, during standby governmént pays
company real estate taxes and insurance on the plant,
normal deprec;ation at ten percent per annum and
interegﬁ at 2.4 percent per annum on the néw
investmént.* This represents four perceant per annum
on the declining balance amortized over five years,
Price to government of product shall be
negotiated_fo; sach period uponbasis of past operati&g

costs and experience with masonable allowances for nr.{;-mal

H
1
[
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plant depreciation, profit and overhead, all upon
applying accepted refinery engineering standards.
Government has right to terminate facilities
‘contract on twenty to forty days' notice depending on
whether plant is in operation or atandby at the time.
‘Aféer‘termination or expiration of contract
goverument shall make a termination payment to the
company in the amount determined under elther of two
alternatg formulae, One formula applies where the
company declares after terminatiﬁn that it will not
= theregitér-operate the plant for‘alkylation.

‘ The other formula applies where the company declares
that it will operat the plant for alkylation. The
formulae are designed to detérmine the unrecovered
and unrealizable portion of the new investment cost.
The resulting termination payment therefore constitutes
a payment of unamortized investment cost, which is
certifiable as a deduction for income tax purposes 1in
accordance with paragraph (g) of section 124A of the
Internal Revenue Code up to the amount of the
depreciated or amortized book value of the plant at
the time the payment is received.

Under each‘of_the formulae, the value of the plant at
terminafipn igs dotermined by mutual agreement after an

independent engineering appraisal by a mutually acceptablé
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concern, and normal depreciation at ten percent per an%um

from complétio_n of the plant to termination is computed.
These two items obviously must enter inte a determination
..of the termination payment, whether the plant will

be operat 4 after terminition fof alkylation or mt.

1£ 1t will be operated the value of the plant is
its going use value to the‘company‘ If it will not be
opefa£e§; the value is its residual value to the company for
any other use, which might be scrap value,
| In develpping the overall economics of the facilitiles
contract,,it was also necessary to develop Sﬁme basic
principies of.alloﬁances for depreciation, interest, profit,
managenment and contingency in theprices to apply in the
government supply contracts for purchases oé avgas or
alkylate produced from any alkylation plant build under a
facilities contract. _

We did this from the "pay-ocut" approach -- so familiar
to the oll industry., Since the facilities contract
.eliminates the risk of capital by underwriting the reéovery
.of it, "pay-out" in this case is significant primarily ﬁs
n measure of.pptential'profits_after taxes, Moreover, where
the briée tb be paid by government for the product is
hegotiaféd 6n‘§helhasis of the refiner's costs plus reasonable
allowanceé for profit and ovérhead, the uﬁcertainties of |

actual profits to be earned are leargely eliminated.
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The ASPPA and PAD have agreed on the allowances for
normal depreciation,'interest, and profit, management and
contingencies to be made in negotiated prices of avgas or
alkylate derived from plants built under facilities con-
tracts., With accelerated amortization taken, the pay-out
period is 4.3 years, in so far as return of investment is
concerned.

Using anormal depreciation rate of tem percent per
annum the profit to be earned after taxes and intersst on
the invesgtment is expected to Be 8.5 percent per operating
year. That figure, of course, before taxes, is better than
gixteen percent. That is on the original investment straight
throuéh the life ofthis Qontract.

The termination formulae allow the refiner to keep
from 5.2 percent to 8.5 percent per operating year as profit\
aftér taxes, and, in addition, sssure the refimer he will
recover in dollars and residual value of the planf one hundred
percent of his new investment plus interest at the rate
previously mentioned, |

It should be pointed out that the facilities contract
does not gusrantee these profits and it should mt., The
eighty-five million dollﬁrs appropriated for theme facilities
contracts is fo insure a normal rate of return of invest-
ment during standby and ultimafe recovery of the investment.

The facilitiesz contract does just this, but allows intereét
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to be earned on the investment and a fair profit after

taxes to be retained as such per operatihg year.
In conélusion, I should like to leave with you two
pictures, one of the facilities contract, and’thg other of

the supply contract. As presented, they supplement each

other and are additive. First, the facilities contrzct:

If.avrefiher invests money in an alkylation plant
under the facilities contract and does not operate
the plant at all during the life of that conmtract,
it will recover its money at the rate of fifteen
percent to 17.5 percent per year and the invgstment
will earn interest on the unrecoveréd balance equivalent
to 3,75 percent per annum,

At termination, the refimer will EQCeive the

balance of the investment in cash and residual value
of the plant. This is a binding obligation of the
U. S. Goverament with an cighty-five million dollar
appropriation set aside to back it up, This is much
bettar than monoﬁ a company might puf into U. 8.
Goverament bonds at 1,75 percent interest,

Can a company afford it, bn this the least
attractive case offered by goverament, to add to our national
security in event of all-out war, and keep goveramment out of
the refining busiﬁeaa?

The second picture is the supply contract supplementing

and added to the first picture.
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Here the company will likely earn frOm 5.2 percent.to
8.6 pefcent per year of operation as profit after taxes.

Again I want to emﬁhasize that that is after taxes,

This profit is after recovering all other costs, such
as real estate taxes and propertj insurance and the alteraate
use value to the company, or the purchase cost, of the .
petroleun raw materials, This profit of 5.2 percent per
annum after taxes for eachloperating year 1s on the origihal
investment cost. This is actually 8.96 percent per annum
after taxes on the unrecovered and outstanding investment,
and when one adds the interest on an after taxes basis, the
total earning on the outstanding investment is 11.06 percent
per annum after taxes.

I say that that is the minimum case thet can be expected
even if yoﬁ have no use fdr this plant whatsoever after
the five-year life of this facilities contract. If you do
have use for this pi;nt a8 an alkylation plant after the
five years are oveé;”thén the 8.5 perceat ﬁer year is likely
to have been'retaiqed.and that in terms of what 1t-represehts
per annum on the unrecovered investment is commensurately
larger. .

Now what are the chances for such an alkylation plant to
operate during the five years after completion? Based on -
the studies made by PAD as mentioned by Colonel Worcester,

we estimate that any plant that can produce and sell product
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avgas or alkylate im ths range of normal gpst market prices

iﬁ the area where the plant ia located will be able to
operate even in peﬁcetime conditions for as long as any
fugures have.been projected by PAD? Thie is based, of course,
on the.assumption'thnt the total maximum aklylation capacity
of the U. 8. is not in excess of the goal outlined by

Colonel VWorcester.

From the negotiations we have had with companies already
in this program and others with whom negotiations. are
essentially completed for,such'cont§acts, we belieﬁe that the
plents they are building or will build will produce alkylate
or avgas in the range of prices of normal cost production
in their areas.

There is every reason to believe that ﬁasgd on the
figures that we have seen and worked over and have beaﬁ
agreed upon in three cases,‘and they have virtually been
agreed upnn in three additional cases, the prices are rormal
enst in the areas where the plant exists, the reason being
thet if wo take the alkylation plant to the source of the
federal stocks the resulting price is a normal price at
that refinery.

The shipmsnt cost if that happens to be involved because
of locationtgf the alkylate is considerably less 1 am sure
you can all appreciate in the cost of moving all of the. |

gasseous federal stocks to an alkylation plant and perhapg
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even then furthermving the product to a blending point.

In essentially all cases, these plants and their

operating costs are being sized on the butylene availability

at the refinery with a view to their definitely contributing
to meeting the substantial incrqases in reﬁuirements of the
premiﬁm grade aviation gasoline -~ grade 115/145 -~ that are
forecast.

Many of the plants that are now operating are operating
prop&lene and when the demand for grade 115 rises , it will
become impractical for inclusion in gfade 115 unless we go
to the high cost addition of toluleme to pick 1t up in
quality. .

So if we build these new plants at the sources of
butylele alkylationw visualize that we will come out with
normal cost product, or in the range of, let's gay, normal
priced products in that area and that they wlll be able to
operate to meet the 115 demand, 115/145 demand, as against
mnny plants that are now in operation which will have to

reduce their level of operation because of the limited

availability of butylenes at their refinery locations.
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We are confideant that your stockholders’ money oqn‘be
ahfély and ébundly invested in thislprogfgm to build up our
national securitj. Where equity capital 1le tight, lﬁans
from banke o from Government can be adeqﬁaﬁely secured. We
geek youar coneideration of the élkyldtion facllities contract
ae an investment that will enable jour companteetb providé the
additiopal alkylation capacity at yﬁur refineries where the
gaseous teed stocke are produced.

PAD and ASPPA invite you to come and mit down with us and
diecase in detail the fulllmeasure df prptection of the lnvest;

ment which ie afforded by this facilities contract, and the

‘potentialprofits to be earned from operation,

AR Coloiel Brown indicated earlier, we plan to contact

‘mome of you and go to your offices in the hope that we can

lay the story on your table im much greater detail than this,
and we certainly seek your coop ration im it. |

Thank you.

MR, WARREN: Are there any questions?

(There was no reghonse.)

MP. WARREN: If not, we ﬁill proceed to the next gubject;
which is that of criticw;material availability. Mr.‘Morflaon
has talked to the council on various other occapions. We will
leave the PAD om October 1 to return as ;anager of materials

of the Texas Company.



—_—

126

' STATEMERT OF RICHARD M. MORRISON,
DIRECTOR, MATERIALS DIVISIOK.

MR, MORRIBON: Mr. Chairman and gentlemenﬁ It is

fuch a pleerure to work for the 0il Indugtry, I am réhinded
of my fi:st sentence at the last council meeting, talking about
materlal. My'opening remark was - and I guote:

The materialp gituation continpes to improve. "

During that period and prior to the rteel sirike our
efforts were devoted to determining,the answer to but one main
question: Arethere sufficient productive facilities to pro-
duce the equipunt.and supplies that are_going to be required by
the petroleum ifndustry tq carry out.§ur apprqved 18-momth
expangion program,'uasuming that sgificient materiale will be
maﬁe avallable?

A study was completed, wherein the imcreased gquantities
of drilling mud chemicals, the caemicals conaﬁmed in the oon-
vergion of crude pctreleum t0~pirketable producte, and the
tncreased requiremenfs of lubricating oll additivea and catalysts
were compa ted with availahi lty and productive cnpacity, Al-
though the petroleum lndustry conpumes ROme 600chamicals in
various manufactur ing oper&tiona, excluding lnboratory chemicals,
the actual pludy involwd m group of but 31 chemicale whlch arTe
consumed in eubstantial amounts by the petroleum induetry and
which are reqnlrﬁﬁ.toﬂﬁfry cat bagplc oil prgduction and re-

fining o rations and natural Eap Iroceesing, a'é well aé thé
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magbufacture of gasoline fueloil and lubricating oil. Alkalis,

. such as caustic rods, moda ash, etc., although consumed in

large quantities by the petroleum industry, ere in ample
eupply, and were not included in this guarvey. -

The.petroleum induptry requirements for each itém were
comparéd with the total natiopal production and appafent
shortages and critical ltema-wpre apalyzed and if definite
expabgion programs were not under yay recommgndations were made
to the proper agenocy.

The $4,000,000,000 of pr ojects that had beenm approved by
PAD were reviewed. Progrers reports wereobtained from operators,
and the Refining Division f rticokrly now hae full and complste
data on all of 1te oonatruét ion projects. This infoi-ma.tlon is
invaluable now and during the comiqg monthe will be increasingly
£0.

Questionnaires were mailed to 230 representative mana-

| facturers of various types of oilfield equipment, to deter-

mine their produactive capacity with exieting facilities..in
relation to their present production. With few exceptions,
{only 6 necesgity certifibates were recommended fdf approval)
this questionnaire disclosed that existing fﬁcilitiea are
adequate to meet an expanded drilling program on any scale
commensurate with that afforded by present limitatiﬁns on

productive capacity of oil country tubular goods.

A meeting war called of the Industry Advigory Grodp,
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which Mr. Warren attended, and Mr. Foree. Charte were pre-
parea and the ﬁrojected requiremente of the'bil.cdunfrj tubular
goods were laid before the manufacturers. attempting to prove to
them that our requests were reulistic, and 1t was not Just a one-
year, one and a half, or two-year propogsition; thgt we had
ioncreasing réqulrementﬂ which would continne to increase through
the yeare 1953, 1954 ant 1956, | | |
The'hope iher@ was'that cert&in af:the mills would
énoouraged to put in adq1tional manufacturlng facilttias for
/011 country tubular goods. |

About tpat time ~ gnd again, remember that thie waa.berore
tha gtrike - Rrucé Browﬁ inaistqd -~ he war the boss map at that
time -~ OVeTr my stre#QOQB objections, that I go to Europe and
look over the situgtlﬁn there again to find out the same atory,
what was neceaaafy to inorease producfion of p}l.country tubalar
goods and other items that were required by the petroleum in-
durtry.

Why was 1t that so mapy requeste came tb’the States for
controllied materiale when other companies weré uﬁle to obtain
them abroad? | |

He wrofe me a letter about three pages fu;lof queétioBBU'

I was to come back with the ans;eré. Just about that time,
lightning struck the proverblél.house. stndé'tnan we have
beenltrying to determine jumt what the effect'or.the strike is

going to be. We camnot tell exactly.
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We have talked to the NPA a.genéy and we have talked to
_vdrious manufﬁcturera, but there is one thing certain: that
the full lmpabt ﬁas not as yet teen felt. The serious impact
will be between September 1 th to October lst.

Yduf driliing rige are goihg'down'at tha'rate of 160 a
week and their drawing inventory is appreciably below the ir-
reducible minimum. Thoee inventories havé to be brought back.

There 1s rome qugstlon as to when we are going_to get in
full steel Prodﬁctlon. Some of these blapt furnaces are develop-
ing pains‘and they are 1ike & baby. You ceannot tellwhat is the
matter with them. They cannot see 1nniée. Tpey are afraid
there 18 éome gerious trouble in some of thﬁaa blast fur?na.ces°
So that the ‘ppsslbility of.gettlng back into rnu‘proauétton |
im preﬁty'dtsmal for'the'next thirty days.

| We havg aleo written our recomnendations to Mr. Fdwler,
duggeating what FAD recommendad.‘ We did o 1ittle missionary
work among some.of the oth@r ageneies 1ike Defense Electric
Power, the Construction Brach of NPA, the Mining and Minerals
Branch,-aﬁtgmptlng tq puf up arug;form front, g0 we did not
find that we weié'dealf out of thie deall before we ever had
a chance to talk. We held thé‘first ﬁéeting thie morning
of the DPA Materialn Requirements Committee, and, as usual, on
my way to the meeting I read in the paper whut ‘had been decided.

It woulihe 1ntereeting to note the diffe;ence between‘our re-

commendations and w hat 1t(100ké' like they are coming out %1th-
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We are still not satisfied, and after $hib main meeting
this morning we held another meeting among the Heavy Congtruic-
tibﬁ people . We did obtain at ieaet mpmehtary satisfﬁcttonﬁ
tﬁaf they would éoneidér our prﬁbiem and-do.aomethihg dbodf:ltp in
ail probability. | -

| We'had seven gpecific recommendatiﬁna that I wbn‘t take
your time'going over, and we are not too far apart aé fo what
is going to happen.

The Military 1s'to get first choice. There is no question
aboat that ~ we probably couldp't stop that, anyway. Our re-
commendation was that théy just hold everything the way it wag.
Keep all of the directives thdt were in effect at the time of
the third qu@rter determination. That would take care 6f the
oil country tubular goods, plate directives and certain ofher
thinge like that. Let ‘everyone take this loss evenly, and
don't create any favorite sons or any of théﬁe political
favoritga, jﬁst deal the carde, acrose the board, just the ;ny
we had them before the strike, and we would.take care of oufm
gelves.,

They seemed to thigk that the complete recovéry'of the
gsteel strike can be efferted by the end of the flrst quarter.
They also think in terme of g 60-day lossg of steel. ' We did@grée
w ith that completely, We think the ultimate loss of steel -
and that is the steel we are interested in, and that gs the

pip{ in all its forme, and heavy plate and heavy structuralé
¥
k
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that move almost without interruption from the mill through
the fabricating shops and out into the field, that the loas

L

is Lhe complete logs of every hour that the mill did dot Opbrate
at éapaclty | | f

In other areas, guch as we will eay cans, personally, I
ddhﬁt even look on that af & loege. There ien‘t any loss. li '
ie true some of the émn plaentes may be dowh how, but that will
be made up. In the period of, ié will say, 90 days at the
moet, and probably 60 daye after full production the oil can
pituation wil{ hgve made up, and o will have many of the
highly fabrioated iteme. The big blow is going to come firet
between now and September 1, and September ¥h, on contfolled
materials, and then @fier-that it will rock along & bit until
probably after thefirst of the year, and you are going to get
caught on the componepts, heoauée the inventory situation iﬁ
going to be such thgt it is unbalanced. - They are going to.
have to =stop 5i§dﬁ6€10n of some of these semi-finished projects,
waiting fqr just items to finish. _ h

| We th;nk the main trouble willbe from néw until September,

.and then right after the. firat-of:the yq@r,:und continuing oh
throughout the‘apring there will be comstant interrupt ions.

We are bapk to thé old etdry of.sitting down and declafing

essentiality of projects yhioh; thank Heavens, the Materiale

'Dlvision has nothing to do with, but we are going to have thie

resulting in some action. Ve are going tp have to enter lﬁto
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it. Some of you gentlemen are going to be disappointed becadse

of certaln lines which are going to have_to ve disrupted. tf
we ca have our way and DFA will interrupt the FAD prograﬁ tﬁ
the extreme ﬁinimum, we think we bave enough flexibiltty oh
our own operations to take care of the ma essentialrequlrémqnts
with a minimom of interruﬁtlons. You are not going to like it,
1 am certain, 1if many of'you gentlembn were eitting in the
same position, of having to decla fe epsentiality, in having
toAtake whatever actlon was necesrary, that you would have
the courage to do 1t. |

Thank you.

MR, ﬁAPPEN: Are there any queqtlona of Mr.Morrigon?

{There wag no reeponse.)

MR, WARBRERN: lf not, I would like tq introduce Mr. Bob
Foree, who will talk about the oil ococuntry tubular goods situa-
tipnu

Mr. Foree.

STATEMENT OF ROBERT L. FOREE,
DIRECTOR, PBODUC’I‘;OE DIYISEONQ

MR, FOREE: Thank you. I am on the tail end of thePAD
program, and l'beligve 1 sﬁouhl be fﬁeré, in:view of the fact
the amount of tqularlgoods Qn haqd'is not very'harﬂ 1)) éarrya'

Mro-ﬂalter, with a}l the laurels_you brought back from

Chicago, you might have brpugnt ope of those teléprompterao

You_inst had one over there. I could nse it today.- Maybe thare
- - - . ?.
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ig a good Demoérat on the Council that could bring one. Th@y
seem to have had two of them. In fact, they had more'candiﬁates
ahd more delegates and nore teleprompterb thmn the Repuhllchns,

Do you rememher the last Council meeting when I feported
tb'you that the tubular goods picture for the third quarter we. e
hudé ‘For the fourth quarter it is really bad.

“ ‘You are aware that the applications have b?en returned
to you for the fourth quarter with a letter in which we said
"No allocations for'the fourth ﬁuarter.“ it dld,-however, Bay
that there would be uoﬁe convereions.

Evea though the strike is over, and as Mr. Morrison has
just outlined to yﬁu. we feel we have logt the full fourth
guarter. | |

There will be no regular allocation or regular mill tonnage
for the fourth quafﬁer. It is going to take all of thé remainer
of the year to finigh the'dellvery of the second quarfef material
thet has not been deiivered and to complete thé third quarter
-schedule, Ve afe taking aiapa_to sge that the'#aiid-secbnd
and third guarter tickets will be good. Since all_the tickets
1egued were withln;existing'mlll prodnbtion. aucﬁ’tioketﬁ should
be assured of actual delivesy of pipe. We have not glven out
any more ticketa in the third quarter than NPA naid would be
produced. We do not plan to do .80 in the aucceedlng quarter.

Those who indicate on time they dereire some of the con-

version willbhe given every posaihle oonsidergttazu j
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However; thie time we do not have an estimated amount of
how much coavereion there willbe. It might be 1nteré§t1ng;for
you fellows to note the statiatics of the fourth qparteru %e
had epplications for éasing tubing of 2,509 timely applicai
tiods. ~ The tutaiftonnage requested by these amounted to B
1,171ﬁ000 tons. |

The calculated needs for these operators amounted to
527,711 tons. The regular mill tonnage avallable for alloca-
tion, Zero:

It appsars that PAD's fifty thousand well program will be
aerioualy_affected when the full impact of theloss of tubular
goods completes its cycle. There were 2,847 rigs operating
in the United States on May 12th, 1952, which w&é the high
polnt of the year so far. Thie number has been reduced to
2,445 on Jaly 21, a redoction of 402 drilling operat;onsu Thig
decline will shortly reflect its impact on well comﬁietionq

However, as late as Juane 28th, completioné were 11.2
per cent above last year, and had the.industry been abie to
get the material, it appeare that the 50,000 wellprogram,
that more than 50,000 wellg would have been drilld in 1952.

As mogt of you know, on July 16, the Pittsburgh Sfeel
Cpmpany was difected by NPA to ship to their distributors
6,400 tons of casing and tubing, to.be used for.emergency

allocatian. At the same time all M~-6A egtocks were frozen,

and can only be delivered on an H2E auithorization. M-64 isg ﬁ

%
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the designation given to field stooks in the supply companies’

hands. The purchase of the material bas bheen delivered and

" can be delivered normally against an H2E suthorizatim. Oper-

ators who drill more than 20 welle a year use the H2 symbol,
but have been rghtriétad to mill shipments. H2E is the symbol
use¢ to obtain ﬁatérlal for emergency.

' Tﬁls freezlng'of fhe atocks phned ali of the stocks,
eme;gencj and M-6A, with the exception of-drillplate; in the
epefgency 6lassirication. The primary purpose for the
Fittsburgh directive was to oonﬂinue'wilbgt‘drilling @nd'since
the dtfectlvo bhae been 1§eued on P;ttsburgh; 505 applications
have béqn approved gnd maild out. As a matter of fact, these
have been approved duriﬁg the period of June 3 to July 18, but |
ﬁot mai}ed dut heqauéa of short supply. It is PAD"S'hope'to be
ablé to reestore and maintain the emergency stooks to-am least
thelr'tormer level, ®o thﬁt this important phaae of the busi-
nege might continue at a8 high # level as the 6parators care
to drill. | |
| With the emergency stocké now on hand, PAD is in & posi-~
tion to assist §gy.ope'rator, large dr'eﬁqll, who may have
a real emergency. |

To 111u:ttat¢, yYour inability to maiqtain 2 program cannot
me'consldefed ap emergenéy, On the other hand; an inventory

carrier who is out of balance as to sizes and to whon a ‘small

" amount of tonnage will engble them to carry considerable toﬁnnge
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in the drilling of wells that are necessary because of lease
terminations, may be given assistance from the present emergengy
stocks.

It ie PAD'e intention to return to former status 6A stocks
a® scon as full production again mover from the mill. Prior
to the etrike, the Production Division was seriouely consider-
ing opening 6-A stocks to any holder of an HR2C authorization.

0f course, the present emergency deferred that action to
the future.

There ir pome guestion kicking around about the unused
foreign produced pipe in the inventories, taken into the in-
ventorier of the domestic ope'ratorsu The Production Divigsion
wquld prefer to see foreign-produced tubular goods going first
to thore companies operating abroad, for their foreign operationsm.
it would like to see the remainder of the production of foreign
mille, if any, used to supplement domestic needs.

We would also prefer to see that foreign-produced pipe
wow in the hander of domestic operatore not be charged to their
inventories. We would like to see it go where it belonge firet;
and the remainder of it come in here and go to work.

Finally, it ir important for all of uer to remember that
for ail practical purposes we have lost a fullquarter of oil
country tubular goods.

In view of thir critical eltuation, therefore, 1t is spug-

gested that you carefully review your immediate futare drilling

{
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program go that the materials on hand and obta;nable during
the remainder of the year ghall be used to ites fullest adfaﬁtagen

We urge the utmost cooperniion among the operators in -
trading and lending their tubular goods during this, I repe&t,
mogt critieal situation.

Thank you:

MR. WARRER: AtTe there any questions of Mr. Foree?

(There was no reeponse.)

MR. WARREN: If not, 1 wbuki like to make a statement.

‘In talking about the Fast Coast féeding otl, in the gae
branch they are having their prdbleme also. It is interesting
to note that daring the last five years-the demand for heating
@il on the Cagt Coast has increased to almost 100 per ceni, and
also the smame for gas.

The Gas Branmoh of course will re; ort to the Nalural Gas
Council, but curtomers will make a lot of the lines critical
with the reduction in steel, which we estimate about 35 per cent
of that ﬁllocnted for gas during the steel sptrike, it ise goiﬁg
to make that alro a probleﬁ.

The only other thing I would like to do, we have a few men
on our staff, Mr. Bill Simon, who if Asrociate Chief Counsel
and will succeed Mr. Flmer Batrell on September 1.

¥ould you gtand up, Mr. Simon?

Mr. Walter Keefe. Is he in the room?

Mr.Eecfe ig direotor of production for the Foreign Diviéion,
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Mr. Lawrence Lee, who is Director of the Marketing Divigmionm,

is Ieaving.early in Sebtember to return to the Busky 0il Com- |
pany. 1Is Mr. Lee in the room? |

Mr. Robert Stevené, Aseigtant Directorrof the Program ﬁivision
willbe leavlﬁg aabn_for his former poeition with Standard of
Caltorunfa.

That concludea our pa rt o( the program, Mr.Hallanan.

CHAIRMAR BALLANAN: I want to take this oppostunity on
bebalf of the Council to compliment you and congratulate you
upon this fine presentation of the variouns problems with which
You and your ptaff in PAD are dealing.

When.the members of the Council come here from all parts
of the counﬁry;-take thp time to confer and advise with you
and your arm of the Government oa theqe probleme, I think these
meetings represent aomethlﬁg that is a real contribution to the
.defense'prpblém with which we are deullng, and certainly this
presentation of the many far-flung problems with which you
are dealipg, ;du and your‘PAD ataff, bas been most inferestihg
an& reveal;ng. I know it has been very worthwhile and the
members of'the Council are deeplj appecia tive of what you
have given usg today.l (Applausef.

CHATPMAN HALLAFAN: The next matter on the agenda is the
report of.the Committee nﬁ 0il Country Tubular Goodg, by Mr;
RgsaellBrown, af chairman. That comnittee was appointed a

good long while ago. It haes gone thrdugh a very extensivei

4
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research program, investigation, and while it has been ip
fhe courge of that investigation that a great many thingﬁ
have developed that were not anticipated when the committee
was briginally appointed, the situation has been met.

I know Mr. Brown and his committee has given great thought
and spent a great deal of time on the report whidh willbe
presented. |

[ a» now glad to present Mr. RussellBrown; arg chairmanA
af the committee.

REFORT OF COHMiTTEE OR OIL COURTRY TUBULAR GOODS,
| RUSSELIB. BROWN, CHAIRMAK.

MP. BROWN: Mr. Chairman, each time that I act on one of
thé Council'e Gommittéee, I am again impressed with the fine
attitude that the members of this Council held in responding to
this Committee work. They have been nnusually fine in this
rather difficult problem and have not only given their own
time bat they have made available to this committee a working
group of-unusually capubie men. Because the working group
waB not often mentioned, I am going to mention them at this
time.

The secretary of this committee was Minor Jamieson. Re
vag aFeirted by H. ¥W. Ladd, of Stanolind 011 % Gas Company,

E. R. Lelsure, of the Phillips Petroleum Company, Mercer fl.
tarks, of the Humble 011 & Refining Company, G. F. Poe, General

Superintendent of Production of the Ohio 0il Company, I. S.

i
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Salnikov, of the Standard 01l Company of New Jersey, and

R. €. Zell, of the Uhion 011 Company of Galiforniaq

in addition to this, the peculiarltiea of thig work re-

quired an unuaual amount of time on the part of the permanent

etaff of this Pouncil 1 would be remiss 1f I did not call
attention to the very'great aéalstance they renderéd the cém—
mittee. We had to ne&d out :qﬁé 6, 300questionnaires and get
them back in, and have them tabulated and worked out.. |
The stﬁff‘s asaistance on that made possible the final
finishing of thim work. The report ie in yoﬁr hands and the

detatls of it l think you willfind interesting, if you are

interested 1n this problem, because 1% reflecte some extremely

’ unique phares of the production problem.

Our asalgnment wag to study the r&nge of caaing and tubing
rizes needed in domestic petroleum development and produolng oper—

atiope. After exploring every available source of informatiom,

your committee concluded that proper size ranges counld be de-

termined only by rurveylng the industry through a guestionnaire.
The cooperation of operatars in submitting the detailed
1nforma$tph on thé‘questlonnaire wag outstanding. A totel of

1601 retumns were received of which 1016 contained adeguate and :

usabl ﬂata _ . |
4//?7i;e completed questionﬂaires covered 72.3 per cent of all
wells drilled-ln the United States during the fourth quarter of

1951. Your committee helieves that this provides qn adequa?e

I
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and representative basis for ltslstudy. Commenddtion ig due to
all thoee who contributed to this extensive coverae.

The report of this committee is unique in that it pwesents
for the firet time the colle ctive judsment of many operators
as to desirable pipe sizes; The benefite to he gained will
come primarily from a careful_analysia of the detalled material _
contained in the report and its tabulations. It is of interest,
however, to point out certain significant findingé;

Cering requirements in tﬁe production atring sizes are
particuharly impor tant. The,surveylreveqle that operators
derired 35.6 perccnt of the total casing tonnage in the smaller
gizes, 43" through 6-3/8". The percentas in these smaller sizes
gqtually shipped from steel mille fn 1961 was 31.7 per_cent,.
_ihls would indicate that the 1ndustry'des§;ed an increase in
mill shipments of the smaller stzes amounting to 3.9 ﬁer cent
6f thé total caeing tonnage. | |

For 7" caring the eurvey show ed 31.1 per ocent required
ag8 compared with 34.8 per cent ehipped by‘the millg. From
these figures it would .appear that the indusiry desired a reduc-
tion of 3& to 4 per cent im 71 oqéing with a corresponding in-
creare in the smaller aizes.

For the la rger sizer above 77, the total requirement was
almost identical with 1951 mill ehipments. |

The surve y showed a considerable trend toward 2-3/8' tublog.

It would appear from the survey that the induatry desired ah
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increase in mill shipments of 84 to 9 per cent of total tubing

tonnage 1a the 2-3/8" size with a corresponding decreare in.
2-7/8% tabing.

A largé pa rt of the'percentage differences betiween re—
quirements and‘mlll aniPMénts wﬁs offset aparently by the use
of recond-hand materialg, 1mported pipe and convergion ﬁipe,

The =ize ranges for all tubuiar goods availa ble from fheee
frources and from regular milllshipments did not differ wiﬂely
from the total.requiremenfs. ‘However, for individualoperatore,
fhere were considerable differences ihich?igecuréd iﬁ the total
figures. |

Almosf half of the 1016 operators covered by this survey
reporteﬂ_ a preference for different material for some mrt of
their afailable supply. Every poseible 6hanse in éasing pize
wa g deaifed with many of the changes offsetﬁing each other
in the totals. |

Fof exaple, there were 142 operntors desiring 5—1/2“ casing
1neteaﬁ of the mqtefial aanJaﬁle to them, but this tendency
wag. partly offset inm thg totals by 67 frho, deeired 7% in pla ce
of what was used. - |

These offséiting carer indicate a need for beitar coordina-
tion of requiréments and availability. Such distribution pro-
blems 1nev1tably'accompany a gfhortage conditlon.‘ The effects
of'relatively small differences in the over-all size ranges aré

i

multiplied and serious situations result for individuml operators.
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Your committeehopes that thie study will contribute

,toward a solution of the diffioulties invohed es to pip‘ai%es.

¢

in ite work, the Committee was aided 1mmeasurab1y by the |
thoughtful contributinn by the membera of ite Working Group
In particular 1 would 1like to express appreciation for the
services of Mr. H. ¥. Ladd, of the Stanolind 011 and Gas
Company, whose experience, Jddgment and tireless efforte were
a2 major factor in the succesé of this study,

In apologizing for rome delay, I might say that some of
the most lmportant figures wore not available to up until
within the last three weeks. That delajed the final outcome.

\ | e

Mr. Chairman, I submit the Teport.

CHAIDPMAN HALIANAN: You have he;rd the presentation of
the repdrt a® rubmitted by Mr. Rrown, the Chairman of the
Committee.

Arethére any questione? The question is upon the adop-
tion of the report of this committee.

(Moved and seconded. )

CHAIRMAN HALLANAK: It has been moved and seconded that
the report of the committee on oil country tubular goode be
adopt ed. All ip favor indiocate by saylns-"Aye"q Gontrary
"No. ® It is so0 ordered.

Mr. Brown, I want to express the thenks of the Council

to you for the fine leaderehip you have glven in the pwepara—

tion of this and the direction of this work. It ig g very |

|
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valuable report, and one 1 know willbe tremendously helpful
in the monthe and years aheud

The Committée on Petroleum cupacity of 1952, Mr. Westchat

vhairman S - - | E

Mr;'Weétcﬁlfq
REPORT OF COMMITTEE OF PETROLEUM STOBAGE CARACITY,
(1952j.- L. 8 WESCOAT, CBAISMAN. |
MR, WESCOAT: Mr. Chairman, this willbe very brief. Thig
is an interim report, due to the la rge amount of detail work
neceesary to dbtniﬁ the information,

Akgz;suant,tp the letter of Chairman Hallanan, dafed n;y 14,
1952, all members of the-Coﬁmittee were cohtncted, and it was
agreed that no immediate ;eetlng of the Gommittée wa® hecempary.

A Subéommittee was appointed, consisting of Messrs. John
Avens, Union 011 Oompany of California; John Boatwright, Standard
OliQompany (Indtapa); Marion E. Dicé, Gener@l Petrolen, Corpor-
ation; Richard J. Gonza.lezp Aumple 0il1 & Refining Company;
| Albert Jc uclntosh, SOGOnl Vaouum 011 Compnny, Inc., with
Fred Van Covern, Amarican Petroleum lnstttute, ae Chairman
Mr. Van Covern will act as an individual in receiving and
compiling the date for the Committee.

The Subcommitiee has re-studied the questionnaire forms
used ih obtaining information for the 1950 repo;t. and hag
erpah@ed the forms to.supply the detaiied diviaiﬁnal informa-

tion requested by the Petroleum Adﬁiniatration for Defenge. :
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4 number of questiionnairer have been returned aﬁd‘whe?..
fuil data has been received, the resulis will be tabﬁlated %hd
placed in form for submission to the members of the Commitﬁeea

Since the informa tion requested from the répﬁ-ting.
companies 1g of a different type and more extensive than
previously reguested and necessitates subgtantially ﬁore BC-~
counting work, the finalreport will require additianal time
for greparation, but it is hoped that it can be made aveilable
at the next meeting of the'Counctlb,f”Hf

CHAIRMAK HALLANAN: We will receive that ae an interim
report, and look forward to the flnai repor t, if pa;pibles
at the next meeting.

Fow we will bave an interim report of the Commitiee on
Synthetic Liquid Fuels Production Costs, W. 8. 8. Rodgers,
Chairman, and this willbe given by Mr.L. C. EKemp, Jr.

INTERIM REYORT OF THE COMMITTEE ON SYRTHETIC LIQUID
FUELS PRODUCTIOR CO8BTE&, MB. W. 8. 8. RODGERS,CHAIBMAﬂu.

MR. KEMP: Mr. Chairman, Mr. Rodgers regrets,he_is unrble
to attend. Since he is unable to do mo he has asked thatl
present this inter'm report of the National Petroleum Council's
gtudy on Synthetic‘liquid fuels [roqﬁctlon costs.

As instructed by the National Petroleum Counclii at its

~

October 31, 1951 meeting, the subcommitiee om Synthetic Liquid

Fuelg Praduction ip proceeding with the studies requested by

the Becretary of the Interior uﬁf;ne subcommlttee ham been
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actively engaged in & continuation of their investigation,
and the statualof the remaining work is as fqllows:

.14 The work on the alternate method of coal hydro-
gengtion has been completed by the rubhcommittee and a
formal report is now being prepared.

2. It has been necerpary to defer work on the alier-
nate method of retorting and proceseing shale oil until
data are availa ble from the demongtration retort unit now
.under construction by the Buresu of Mines. The subcom-~
mittee has been advieed that this retort will be completed
in September, 1952, and it is believed that thesubcommittee

repart on this study can ke submitted during the latter

3. Becaure of manpow ev limitatione of the Bureau of
- Mipes, 1t has been necéssary fﬁr the sumbommittee'to give
coneidsrable aid in the design of & Fischer=Tro§sch Byn-~
thesis plant. Many of the derlgn calcula tions and derigns
will be that of the subcommittee and agreed to by the
Burgau of Miner instead of the procedure euvisioned in
which the subcommittee would review designe of the
Bureau.
Thé procers design 1s practically complete and ths
estimation of the investment cort of the plant ie proceeding. It

ie anticipated that this study will be completed during the

latter part of 1952,
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I might add that we feel the en{ire job assigned to
the committee will bé completed by the end of this yeg;;ﬁfa

At the April 22,‘1952 meeting»oflihe_ﬂational Petro-
levm Council 1t wﬁs stated that the suﬁéoﬁmittee would repart
on its ;eview of a report by.the Ebasco'sérvices, Inc;, e L~
titled “Coal Hydrogenation El#nts: A Peview of Certaln Elements
of the Bureau of Mines Coet Estimates for Synthetic Liguid
Fucls® dated March, 1952, The gubcommitiee has submittéd
a rummary letter with an attached mememandum concerning the
resulte of its analysts of this report. Thie letter and
meporandun are included ar a part of this interim report.

At this time I.propose only to read the letter. I
commend the memor andum to thore who are in;erented in the
rest of tt.

The text of the letter is ae folﬂowsy

The National P etroleum Council'!s Synthetic Liquid

Fuels Production Costs subcommitiee has reviewed the reporﬁ'

. by Evasco Services, Indorporated, of March, 1952, entitled

"Coal Hydrogenation Plants: AReview of Ceriain Llements of the
Burean of Mines Coat Estimaies for Synthetic Liguid Fuelsu

The Ebagco report has been given coneiderable publicity and
unfortunately many of thd reviews have presented a distorted

picture of the information given in the report. A more factual

and detailed comparison of the Fbasco estimate with the sub-

: pommittee“s report of October 15, 1951, ig attmched.
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Ebasco’ Bervices Incorporated was ongaged by the

Bureau of Mines to review certain specific sections of their
report entitled "Coet Estimate -~ Coal Hydrogenation, Reviseﬁ
January 11, 19351.1 In ¢ccbrdunce with lpstructiong of the -

Burcau of Mines, no reference was made to the report of the

‘Hational Petroleum Councilsubcommittee. The report of the

Epagco study 1s limited in ecohe s#ince it concerns 1fself only
with those pointe specifically requested-by'the Burcanof Mines.
Recaure of thip limitation, the following rtatement was in-
cluded in the Ebasco report: "This report, therefore, contains
no over-all conclusiﬁn with respect to the mjeotas & whole.

Even so, the Ebasco investigation was sufficiently
complete to allow them to conclude as follows:

"We do not 5elieve{it would be feasible to finance‘

the project described in theﬂﬁreau of Mines fant dat ed Octobér

25, 1951, with privaie capital under condiiions prevailing as

" of Janwary l, 1951,

The Ebasgco repo;t gtates that an indicated return on
aquity capital would have to be fiom 14 to. i6 per cent in otder
to attraot privete 1nveatorspuf Usiﬁg the capitalization
of 50 per cent funded and 50 per coent eqniiy-capltél &8 Te-
commended by Ebaacp,fthis wonld amount toan average of 8.4
per cent on the totaﬁinvastment, after B0 per ceat incéme-
taxes. This is comﬁé'rébipfjo the 6 per cent used by the

Natiopal Peiroleum Council subcommittee for the purpoge of
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cal culs ting the cﬁat of gasoline. The auhcoﬁmittee“s report
of October 5, 1951 emphasized that Price wﬁterhouse & Comgany _
had offered the opininnthatﬁ pinimum of 15‘per cent on toial
infeétment after taxes woull be required.

The Ebasco report cléarly presenis the additional
Yearly inqome reguired for thé necessary 1nvestment'return of
I5 per cent,averaged, on the eguity cmpital;-. Adﬂing‘this
additional income to the othér'coeta developed by-Ehasco
results in a gasoline cost of 27 1 cents ;Br gallonu | Thie
ig considerably different from the 11-17 cents per gallon costs
ape aring in some published statementsg

Miainterpretationa of the true compa rison between
the Ebasco report and the Natiomal Fetroleum Council’s siudy
is due in some measure ‘to the continued revisione to the Bureau
of Mines.report upon which th; studies are based. |

The Rureasof Mings report of Janoary 11, 1952 is .
the foarth revision by the‘Bureau of Mipes since issuance of
the report of August, 1919; dpbn which the National FPetroleunm
Council was requested to hase-its studies. Each issuae of
the Bureaun éfIMinea report-hés increased chemical production
&0 that the plant now deaqiibéd derives 53 per oent_of ite |
revenue from chemicals wpen éelling gasollneﬁat preqent'prléeﬁq
It is evideat that this plant:ié-more of & cﬁemlcal vehture
than,a gynthetic liguid fﬁels?ﬁrojecta Iﬁ is also apparenf

that adopt ion of coay hydrogenation to sapply even a moderaﬁe
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percentage of the gasoline requirements of the United States

would result in a chemical production far exceeding the demand.

Ebasco used a production rate of 30,000 B.CD of total
liquid product, as directed by the Bureau of Mines. No study
was made by Ebasco as to the adequacy and capacity of the plant’
ag a whole . The subcommittee had estimated that the plant
designed by the Bureau of Mines ﬁﬁuld prodﬁce ouly 27,000 B/0OD
of liquid production. |

Ebasco reviewed the investment cost of only two secfidha
of the plant, representing aboﬁt 25 per cent of the total-
investment regquired. BNo dpprecldhle discrepaney exists in
the estimated coet of the hydrogen purification and compression
facilities, representing about one-half of tﬁe 1ﬁvesfment
review,

The Ebaeco estimg.te of pow er pla nt facilitieé ig a.mroxi-'
mately 24 per cent iower than the cost estimate by the subcom-
mittee when pkoed on & comparable basils.

An effort war made to resolve these dtfferences througﬁ
conferences with Ebagco. However, thelsuboommittee wag8 unable
to obtain any details oﬁ the Ebaéco lovestment estimateéol

Again the size of the utility pla nt as specified by the
Aurean of Mines to Fbasco ie belle ved to be 1néufficient..

Higher operating labor requirements were eafimated by

" Ebasco than by the subcommittee, which in turn wus.considerably

above theBureaiof Mines. The total of direct operating dostg
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determined by Ebasco subrtantially agrees with the subcom~
ﬁit;ee estimates and differs mterially only with regﬁrd-to
( maintenance labor. |
Operating_costs as develomd by Ebasco were on the basis
/ of "a mil émum operating force on thé basle of an experienced
crew in a well rum plant."
The regport stated that during the first three years of
. operztion 1t might be necessary to bave about 25 per cent
additional labor to handle start-up problems. Thie udditiqhal
cost was not included in any of their evaluations.
The Ebapco estimate of total indirect oprating costs
is copgiderably lower than the estimate of thesubcommittee,
due mainly to differeucea‘in estimates of cort 1tana; guch as
administratioﬁ #nd overhead, depreciatlnn,.taxea end insurance.
"The subcommittee's estimate of edministration and overhead
cosis wag bared on a la rge amohnt of oprating history. It
is ﬁelieved that theeafim@te by Ebagco e unreasonablyrlown'
A depreciation rate or'4 per cent was ueéd by Ebasco. Tbé
rubcommittee uped 5 per cent whiéh'ia below the,depieoiation
rate now used by the Petroleum Industry in establishing the
cost of gasoline from petroleunm. :In uddition; soﬁe discrep-
ancy in depreciation chargee is due to the low éatim;te of
plant inveptment as estimﬁted by theBurecan of Mlﬁé;o

Ebasco and the subcommittee do not differ to any greateextent

on the amount or coet of housing involved, nor do they disaéree
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as. to the desirability of divorcing the housing burden from the

plant. The Ebasco study indicated that local capital would
unde;write thehousing af Bock Springs. However, the subnbm-
mlttée was forced to conclude that, at BRock Sprinés, wWyoming, it
would be necessary for the plant owner fo underwfite edch
housuingu

The Ebasco report is careful to poiant out that no- pro-
vlsions.were made for wage incentives and sgimilar labor pre-
miume which the subcommittee helieved to be mecessary for
attraction of conatructioh labor'ln the area invohed.

In order to illustrate the comparison of the eetimates
of garoline corte by the National Pgtroieum Counﬁil ieport of
October 31, 1951, the Ebasco report of March, 1952 and.the
Bureau of Minee réport of October 25, 1951, revieed Rovember 1%,
1961, fhe attached graph has.been prepared.

Sulphur and ammonia facllities are not imcluded, in order
;fo make'the comp@riapn earier. The following éoats, expreased

‘ap cents per gallon of gasoline are shown on this chart:

NeC Ebasco | USEM

AManufaqturing Cosgtse 25.3 19.5 17.7
HouainQICOBts : 2.6 - | _—

Financial Charges ;gig_' 22.0 | 8.2

Total Coaté 46.9 41.56 25.9

.Léas By-Product Revenue _Jiii 13.4 14.9

Gasoline | ' 41.4 8.1 11,0

R
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e The above comparisons clearly illustrate that the total

cosfa as calculated by Ebasco are appreciably closer io the
subcommittee estimate than to the Burean of Mines figure,

The la rgest difference between Ebagco and the sgub~
c ommit tee ie due to the credite for by-product chemicals.
Fetimated production (and revﬁnue) of chemicals has been in-
creaaed.by the Bureau of Mines since their original repart of
1949, ;ﬁievenue from chemicals in the proportion of sales
visualized by the Bureaun of Mines would apply only to the first
few plants. The subcommittee believes that the project
gshould be va}uated primarilyas a synthetic ligquld fuels venture.

That coﬁcludes our report, Mr., Chairman. |

CHAIRMAN HALLAKAN: Mr. Eemp, this ie presented as an 1§n
terim report. Might I agk fou if you would be good enough to
remain after the recesg? I would 1like to have members of the
pregs éome in. |

MR. MAJEWSKI: May I ask‘llr., Kemp a queétion‘?

Mr. Eemp has in here a statement that he was unable to
develop - ov thé eubcommittee wam unable to develop or obtain
any'details on the 1nvestmegt eqtima.tesu Is the Sécret#ry
aﬁle to help us 1n thet direction? Wag it a refusal to give
uf the figurer or give your subcommittee the figurée?

MR, KEMP:  Our e;;;;érté in that puucﬁlar field met
with the Ebasco peopl: . We rather gathefé& the impreséion

if we were to enter into a contract with them, they would bg
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willing to provide ue with the information. They felt it vag

their private informattonﬂ

CHAIRMAX BALLAKAN: Does anyone élse yish to say anything
at this time? | |

MR. SCHROEDER: Mr. Chairman, I would.like to make a
ghort presentation.

STATEMENT OF W. C. SCHROEDER,
ASSISTANT DIRECTOR, BURFAU OF MINES.

.MRo SCHROEDER: { always enjoy these opportunities to
talk to the Council 5ecause the Bu;eau ls alwaye in ruch com-
plete accord on this coal‘hydiﬁgenation work.,

I realize thehour irf late and you bave b;en here qulite a
long time. 1 won'ttakemg§§ time.

This is, of cou}aeﬁ the f;rsf time I hg&e seen this re~
port and theBurean wéplﬂ‘liké to give 1t very thorouéh etody
and prepare a detaﬂed reply b;j I think theré'are a numbar qt
questiong raiged by.mrf Kemp that we could apswer more Or less
directly. | ‘ | " :

dzfg;ez;;g? /ﬁhat did neaékztbaaco to do for the Buresn of
Mines? | | -

One thing we asked them to do was to check the capital
cosfn We did not ask them, hovever. to review the whole
estimate, and to estimate all thecapital'coaﬁS, because, as
you know, this 1f an extremely expenaive Job, It will probably
run (o several hundred thoueand dollars. 89 we took the 1tems

]
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in which the disagreément was greatest.

A8 a métter of fact; there are two items, the power pl@nt
and the employee housing. which account for'aeventy pef cen%
of the total difféfence.lnrcapital costs between FPC and the
Bureau of Minesai |

On those iteme we find for housing the Bureau of Mines
had $5,000,000 at Book -Springs and NEC bad $67,000,000.

| 'barco droppﬁ‘that to onéFquarfer of ﬁ'million dollarse.

On the pow er plani the Bureau of Mines had $66, 000, 000,
NEC had $79,000,000. Ebasco dropped that to $51,000,000,

I would like to dwellon that power plant estimate for just
a feﬁ minutep. Ebasco, 1 think, is reoogniied ag one of the
preemipent firms in éatimatihg_the cort of power plahts° They
are primarily in the utility field, and 1 tﬁink'they.take a
back eseat to no one in that ﬁarticular 1nétince.

They re-estimated the'pdwér @nd stean requirements asrsét
forth by the Bureau of Mines, and ralsed tﬁem_subst&ntially

over our requirements. ' believe they are about equivalent

'to the power reQuirementé‘aqﬂfstewm reqﬁiréments a8 set forth

p} FPC.

After thie they estimated their power'plant, but 1nstead
of coming up with $79,000,000uas NPC did, they came ﬁp with;
$51,000,000. i put to you gentlemen, if on one item & weli-
known design like a power plant, we find tbat the NEC estimite

can be high by about‘$28,000§000, it is a very serious erro}.
‘ ‘ 4
_ i
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If such errors have crept into the rest of the estimaies, I
thihk it could be a gfeﬁt déai Bigher than it realliy ought to be.
" Bow I would like to discuss with you the raw materialre-
quirements, thecoal;”. - |
At Rock-Springs, théBuregh of Mines estimatgd coal costs
at $2.50 a ton. NPC estlmatadlcoal costs at Rock Springs
- at $2.16 a ton. Ip other words, we took a coal cost which was
higher than NPC.  |
| in the Kentucky ouae.we also took a 06a1 cospt ofu$2ﬁ50
alton, nfc took a coal coet of $4.20 a toh; |
Now, in Boék Springs the seam iwr betweeh ali and gmeven
feet thick and ir about the same thickmess in Kentucﬁy. The.
piteh of the seam atRock Springs im considefably greater than
it is in Eentucky. The fioor and theroof canditions are
falirly oqmprable. | o |
- I juet do not believe that you can mine cbal at Rock
Springs for $2.16 a ton and canpot mine iflin Kentucky for
lesgthan $4.20 a ton. There fs something wrong there some
‘place. | | | -
 The Bureau of Mines does mot belleve @f thepfesent t ime
that you could use figures of $2.16 a ton qu coai mined at
Rock Springs. We think eomeﬁhing like $2.50 or $2.60 a ton
would be better. |
we.tbink the same thing'ié appllcablefin the case.of the

Kentucky coal.
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For the Manpower requirements, the Ebasco report shows
conslder#bly more manpower than the Bureau of Mines report, but
it #howed conaiderably less total manpower than the NFC report.

Let me pause jusf a fewlminutas gnd talk about some o}
the elementr of ope rating costs studied bygEbdsco.

Agaln, we took only those operating cbsta in which NPC
and the Rureau of Mines were at great variance.

The Eﬁasco report compriged ~ the studler they undertook
feally covered about 70 per bent of the dlfferences that were
involved in the operating costs.

Ebasco’s selling price with a 15 per.cent réturn on 50:
per cent equlty capltal after taxems comes out to about 17.6
cents per gallon for the Rock Springs case, slightly less for
the West Kentucky care. "

Thoege figures are quite comparahle with thefigures that
the PBureau of Mines pointed to in its study in 1951. ,

I would like to ta 1k Just a few more minutes about s&me
other coet studies on coal hydrogenntionﬁi

In the Faley report, the Koppers COmpany reporte a study
on coal hydrogenation in whloh they give a- capital cost of
$306,000,000 for a 30,000 barrel a dm plant which commres to
the Bureau of Mines figure of $414 000 000 and the NPC figure
of $532,000,000. "

The koppers im the lowest of the three by a considerabie

amount. = - ' ;
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On the basies of ten years® depreciafion, Koppers gives
the cost of the product, including all taxes and 4 per cent on

youi money, and amortization of the plant in ten years, at

.17 cents a gallon.

It war agreed by N¥C and the Bureau of Mines that a

realistic figure for depreciation of the plant would be about

20 to 26 years.

On that baris the Koppers' coste, not selling price,
drepred down to 12. cente a gallon. The Bureau's costs of
the over-all prodact figures oﬁt at about that same figure,
about 12 cents a gallon,

Let's review for a minute all the studies that have been _
made on coalhydrogenation.

There wae first tre Bechtol Bureau's étudiea made in 1948
at a cost of about $200,000 to $300,000. That came up with a
total cort for liguid products 11 to 12 centé per gallbn, The
Bureau reviewed that study and brought it up to date in 195i'
am particularly it took advéntage of a greater chemical
production becausge of increased chemical markets, gna came
up again with a cosrt of 11 to 12 cente a ga;ilon°

The Koppers! study‘to wﬁlch I have juet referred, which
was issued in 1952, almo showed a cost of about 12 cents a
gallon.

Carbon and Carbide, who have spent approximately $20,0¢0,000
on the research, end Coﬁlﬁydfbgenation, whérhave recently pﬁblished

i

¢
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a numher of articles about their pilot plant at Oharlesg?n.
and Ingtitute, West Virginia, have nbt made any statemenfg
regérdlng cogta, but fhey say thie pllot plant, they belifve,
willbe a profitable venture. )

Ebasco and the Burea of Mines have compieted another coste
study in 1952, end again we come out with acost of aboﬁt 11
cente or 12 ceatr a éa,llono

If you add the 15 per cent profit on 50 per cent equity

‘capital, that will bring your melling price somewhere around

17, 18, 19 cents a gallon, depending on your raw.materiale cost,
et cetefh; o

I would like to point out one more thing, that all of thie
discussion applies to a ﬁlant which we all know fodmv is ob-
sclete. ' I had the opportunity about two weeke ago to vimit
the plant of the Union Carbide Company, the Charlegton, West
Virginie plant. That plant war built after the Bureau of Mines
pla nt'was under consiruction, and probably after we finishéd
mostﬁof our design work. I think it ie fair to aa&that they
have made very definite improvemenfs over the de=ign and con-
gtruction of that plant in comparison with our plant at Louisiana,
mlasouri. It 1s our conclﬁsioh that coneervatively their design
wonld éut our corta by at least 25 per cenfa,and very iikely
by ar much ag 35 pef cent.

S50 1 fhihk that ifryou want to look at coal hydro¥

gevation Iin the o#er—a]l, and not thie obhzolete plant neceséarily,
j
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that you will come to preity geood agreement wifh the statement
by G. G. Fellbach, the Vice President of the Carbide Companﬁﬂ
which was: “"Our decirion to build the pilot plant at Inpti-
tute wasg, of couree, based on extenslve mtudies of the econ%mics
of the process. Obviously we came up with the answer that this
would be a profitable venture.!

it ie true that that statement is based on a high pro-
duction of chemicals, but if you will study the Carbide picture
¢ losely, you will find tbat they believe that the market for

chemicals is expanding rapidly, and that thig process could

c ontribute materially both to chemical and fuel producti
Thank you.
CHALPMAN HALLANAN: 1Is there any further discussion of the
interim report pr esentedlby the Synthetic Liquid Fuele Committee?
(There was no response. )
CHAIRMAN HALLANAN: If not, i1t willbe received and trans-
mitted to the members éf the Council.
Gentlemen, we have completed our agenda for today’'s meet-
ing. ig there any new bueiness?
—';;’fﬁ«ﬁﬂo HARDY: DMr. Chairman, I do not like to be on my feet
! 7/
Eo frequently, but it occurm to me that we who have all received
a copy of the ro-called Paley Peport, should make some recogni-
tion of thatfeport. If I may, I would eay 1n my opiniomn it

irg a notable contribution to g gtudy of the natural resources

of this country, and I am wondering if we couldn't show some



tnd OL

a7

i61

recognition to Mr. Paley and the membere of his committee who
1 think prepared a repdrt that hae done us ﬁoﬁe good.,

“‘Would it be in order to take some'recognitton and show
them our appreciation?

“'CHEAIRMAN WALLAKRAN: I know nothing in oar ruléa that will
not allow you to exprese a commendation, if you so derlire.

J MR, HARDY: I wbuid llké to move thie Council authorize
the Fresident or the Secretary to write a letter on behalf of
this Council, commending them on their repert that they have
compiled, and thanking them for their contribution to the study
nf the natural resources of thecountry in the form of the
report that they have pr epared.

' CHAIRMAN HALLANAK: You have heard Mz jor Hardy's motionq
Is there a second?

| (The motion war geconded. )
ACHAIPMAN JALLANAR: Allthore in favor signify by saying
"*Aye". Catrary, "No.!
{The motion warg carriéﬁajsfﬁsf
CHATPHAN HALLANAK. Gentlemen, the next meeting of the
Council would come during ttu;latter part of October. iIT there
afe no suagegestiona to thecontrary, that will bé the time.
The Chair recognizes Mr. Majewski who moves that we now
adjourn. All in favor lndicate by saying "aAye!.

. (Whereupon, the motion wae carried, and at 4:30 o“clocﬁ

B M., the meeting was cloged.)

-— e e
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